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1 
1 P R 0 C E E D I N G S 
2 ASSEMBLYMAN ELDER: At this point in time I'd like to 
3 call the meeting to order and start with a brief opening 
4 statement on this Task Force pursuant to my ACR 62, co-authored 
5 by Senator Deddeh of the last session, which calls this Task 
6 Force into being with all of its various representatives. 
7 Several months ago in a press release, I referred to the 
8 State Teachers' Retirement System as a two-trillion dollar 
9 problem. I was noting the fact that the present deficit, which 
10 is .approaching $15 billion will, if unchecked, exceed 
11 two-trillion dollars by the year 2050 A.D. 
12 In a February 16th, 1984 report of William Smith, the 
13 STRS actuary, it was stated that if left unchecked, the STRS 
14 deficit would eventually reach in excess of $1,000 sextillion. 
l5 Now, I do not necessarily mean to scare anyone, and I 
16 guess that in the context of our daily lives the magnitude of 
17 these figures are academic. But the figures do, however, 
18 indicate the seriousness of a problem that should be the 
19 immediate concern of every citizen of this state, regardless of 
20 whether that citizen is a teacher, fire fighter, legislator, 
21 business person, or homemaker. Sometime, someone is going to 
22 have to accept the responsibility for this funding crisis and, in 
23 my opinion, that time is now. 
24 I have also, from time to time, cited the inequities of 
25 the present State Teachers' Retirement Law: a law which on one 
26 hand allows certain individuals to abuse an already questionable 
ll d . b . 1 . h . 1 h h d f . 1sa 1 1ty program, w 1 e on t e ot er han orces ret1red 27 
28 
·-··-------··-··--· J_ ---· ·---·-------·--------
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1 members of the System to watch in horror as their hard-earned 
2 retirement allowances are steadily eroded by ·n inflation rate 
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I 
that continually exceeds the meager cost-of-living factor 
provided by the System. 
The charge of this Task Force is to study the funding 
and benefit structure of the State Teachers' Retiremer t System 
and report recommendations to the Legislature and to the 
Governor. 
I sincerely believe that this Task Force can be the 
I instrument for resolving not only the inequities existing in the 
present System, but for resolving the System's funding dilemma. 
I would like now to introduce Sena tor Deddeh, Chairman 
of the Senate Public Employment and Retirement Committee and also 
co-author of ACR 62, for his opening statement. 
SENATOR DEDDEH: Thank you, Mr. Chairman. 1 will be 
very brief. 
We're all aware of the dire straits of the State 
Teachers' Retirement System. I'll not take more time to describe 
I 
the STRS unfunded liability again. We're all too familiar with 
that. 
The point I want to make to you this morning is that 
time is getting short, very short. In co-authoring ACR 62 with 
I Mr. Elder, I am convinced that the only way to find a solution 
' that is acceptable to all of the concerned parties is to form a 
I[ 
broadly based Task Force to examine all aspects of the problem 
I and suggest alternatives that will solve the problem, not put 
II h . . k . 
• 1 anot er banda1d on a very s1c pat1ent. 
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As you will come to understand when the scope of the 
task before you is laid out by the STRS staff this morning, 
reaching a consensus of opinion on a course of action will not be 
very easy. It will take a compromise on everybody's part, and I 
admonish the participants in advance to work hard, very hard, and 
to work together to find solutions that we all can live with. 
It is my hope that the Task Force will produce a final 
report that will contain proposed legislation that Mr. Elder and 
I can carry together; legislation that all of the groups 
represented here, represented on this Task Force, will support. 
Such legislation should provide a framework to fully fund STRS 
over a reasonable period of time and provide an equitable 
retirement benefit to one of the greatest assets of our great 
state, the teachers. 
Thank you, Mr. Chairman. 
ASSEMBLYMAN ELDER: Thank you, Senator Deddeh. 
I'd like now, if we can, to commence starting with Dr. 
Kludt, to have self introductions, and if we could, just a brief 
biography as to their particular background and expertise which 
they hope to make available to this Task Force. 
Doctor, could you lead off with your testimony. 
DR. KLUDT: I am a retirant Professor of Administration 
and Supervision, retired from El Camino Community College. I'm 
also very interested in the operations of this STRS, and I don't 
know where that would really fit in the four subcommittees, but 
I'm interested in just one objective, and that is improved 
service to the retirant with cost effectiveness applied 
diligently. 
----·-····----------·-·----·---
4 
1 My background is in the area of organizational 
2 development. I think we need a communicati r s network developed 
3 for this organization, STRS, and some other things that I've done 
4 many times for other organizations. 
5 So, my contribution would be in the area of improving 
6 operations, and also the motivation of the staff, the morale of 
7 the staff, these kinds of things, which will -- and the end 
8 result will be better service to the retirant whom I represent 
9 1and also cost effectiveness in so doing. 
10 ASSEMBLYMAN ELDER: Thank you, Doctor. 
11 All right, Mr. Simpson, is it? 
12 MR. SIMPSON: Correct. 
13 I'm Dick Simpson, and I ' m the Executive Vice-President 
14 of the California Taxpayers• Association. 
15 The funding, the active funding of STRS has long been a 
16 strong priority with the Association. We have related ourselves 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
to it for years through various efforts to improve the funding of 
the System, and obviously we are delighted to be able to 
participate with the Panel. 
We have no observations to make today, other than to 
!point out that I feel that there is a clear relationship between 
lithe benefits structure and the funding of the System, and the two 
l~are very closely interrelated, and that as we go through here, 
l we're going to have to balance our efforts along those lines. 
1 For those of you who are interested in more detail on 
where Cal-Tax is coming from in participation on a Panel such as 
this, I would refer you to a statement that a member of our staff 
5 
1 made, Rebecca Taylor, to the Joint Retirement Committee's interim 
2 hearing in Monterey last fall. 
3 Thank you. 
4 ASSEMBLYMAN ELDER: All right, Mr. Huff. 
5 MR. HUFF: Yes, I'm Jesse Huff. I'm the Director of 
6 Finance. I am very glad to be here, and very hopeful that this 
7 Task Force will produce a product that we all can be proud of. 
8 This problem, as everyone knows, has been festering for 
9 a long time. My particular interest in it and the perspective I 
10 hope to bring to this group will be that of fitting the problem 
11 into the context of the overall budget and the overall budgetary 
12 process. 
13 I appreciated your comments, Mr. Chairman, at the 
14 opening, and also Senator Deddeh's. I think we can come up with 
a product we can all endorse. 15 
16 I would hope that the final report includes an 
17 opportunity for all members of the Task Force to fully express 
18 their feelings and opinions on this matter, so that the provision 
19 in that report will be complete. 
20 ASSEMBLYMAN ELDER: All right. 
21 MS. MOSER: I'm Dorothy Moser. I'm Vice-Chair of the 
22 Teachers' Retirement Board, and as defined in the Resolution, I 
23 have the longest description. It says one active member of the 
24 State Teachers' Retirement System, who is a member of the 
25 Teachers' Retirement System, who is a member of the Teachers' 
26 
27 
\Retirement Board, and appointed by the Chairman of the Board. 
1 So, I take almost three-and-a-half lines to describe my position. 
I 
28 
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6 
1 I'm a classroom teacher. I have been involved in and 
2 active in retirement matters since 1962. I Jrked diligently on 
1 Step I to make retirement better for the teachers in the State of 
4 California. When the Barnes Act was passed, I spoke at 50 
5 schools to persuade teachers in Los Angeles that an affirmative 
6 vote to join the STRS was an appropriate action. 
7 And I'm anxiously looking forward to providing better 
8 funding to assure that teachers who are currently 30 years old 
9 will have a retirement when they reach retirement age, and . that 
10 those who fall into my age bracket also have a retirement to look 
11 forward to that will be funded. And so I'm very concerned about 
12 the funding of the System, and the benefits given to retirants. 
13 ASSEMBLYMAN ELDER: Good. 
14 Senator Deddeh, would you like to add anything to your 
15 statement? 
16 SENATOR DEDDEH: No, the only thing I will add to that 
17 statement is that I'm a retired teacher, and I'm very much 
18 1! i nterested in what we're going to do. 
i 
19 (Laughter. ) 
20 ASSEMBLYMAN ELDER: All right. This would simply 
21 indicate that the next person to be introduced teaches at Jordan 
22 
23 
24 
25 don ' t want anyone to think that it's high school nepotism, if 
26 there is such a thing. 
27 
28 
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7 
1 Next we have the Chair of the State Teachers' Retirement 
2 System. 
3 MS. POWELL: Yes, I'm Judith Powell, and as of 
4 January 1, I became the Chair of the Teachers' Retirement Board. 
5 As Dave has alluded to, I am a 20-year career teacher in 
6 the Long Beach Unified School District. I'm presently teaching 
7 at Jordan High School, that is true, although you didn't know 
8 this, but I did teach at Poly High for a couple of years. 
9 (Laughter.) 
10 ASSEMBLYMAN ELDER: That was long after I was there. 
11 MS. POWELL: That's true. 
12 I come to the Panel of the Task Force, obviously, as the 
13 Chairman of the Teachers' Retirement Board, as one who would 
14 certainly like to be in on the resolution of our long-standing 
15 problem from two perspectives: one is as Chair of the Board, I 
16 will forewarn you that if we do manage to resolve these problems 
17 during my tenure as Chair, I intend to take all the credit for 
18 it; and secondly, of course, as a member of the System who will 
19 expect to retire out of the System, I have a personally vested 
20 interest. 
21 I would share the feelings expressed by others . here that 
22 I believe we can do these things. I'm an optimist. I've been 
23 
24 
asking myself since January 1 about being Chair of this Board 
!getting the unfunded liability and other problems, and I describe 
25 myself as manic-depressive: 90 percent manic, and 10 percent 
26 
27 
28 
1 depressive, so as long as I can keep up that ratio I think we're 
I 
going to be doing okay. 
8 
1 ASSEMBLYMAN ELDER: Next we have --
2 MS. COOPER: I'm Liz Cooper . I'm l ~irman of the CTA 
1 Retirement Committee. I've been a teacher for 21 years; I teach 
4 in the Baldwin Park Unified School District. I taught junior 
5 high science for 17 years, and I worked in the adult school on d 
6 job training program. 
7 And I'm concerned about the Retirement System because 
8 many of our teachers, retired teachers, do call us and they're 
9 very concerned. And I do intend to retire in about 25 years, and 
10 I would like a system to retire with. 
1 1 ASSEMBLYMAN ELDER: All right. We may proceed around. 
12 MS. CURTIS: I'm Jean Curtis. I'm also a teacher. I 
13 teach in the Compton Unified School District, and I'm the 
14 President currently of the Compton Education Association. I've 
15 served as the Vice-Chair of CTA's Retirement Committee, and I've 
16 served on that Committee for about seven years. I teach science 
17 
18 
19 
20 
21 
22 
23 
24 
25 
-26 
27 
28 
in high school down the street from Judy Powell; I'm at Dominguez 
High School, and have taught for about 15 years in junior high 
Jand senior high. 
I was interested in the Retirement Committee because I 
I believe -- and in this Panel -- because I believe that everyone 
/des~rves a dignified old age, and the only way we can get it is 
with a decent retirement system. And certainly, teachers have 
l earned it as well as other folks as well. 
I! 
,I 
I the Speaker Willie Brown. 
I 
I 
'I 
II I 
ASSEMBLYMAN ELDER: All right. 
And I was appointed by 
Mr. Slivkoff. 
9 
1 MR. SLIVKOFF: Yes, my name is James Slivkoff. I live 
2 in Escondido, California. I am retired from the System in 1980; 
3 I retired a little early. 
4 I taught -- of course, I was a physics and math major. 
5 I taught everything, including EMRs and the special programs, 
6 adjustments, and work study programs, and administration and so 
7 on. But anyway, I've had the whole gamut. 
8 Recently I served as a Palomar College Trustee for two 
9 years, and so I feel I'm well qualified for this particular 
10 appointment. But I was Chairman of the CTA Retirement Committee 
11 from 1959 to 1976 with the lapse of a couple of years during that 
12 time. I was one of the I was the first Chairman that we 
13 successfully authored a bill to provide the first cost-of-living 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
for the retirants in the State of California. That was way back 
in 1962 or '63. 
I applauded that fact that the System was reconstituted 
by the Legislature in 1963, and I was appointed by Governor Pat 
Brown at that time for the first -- as a teacher-member serving 
four years on there, and I also served as President of the State 
Teachers' Retirement Investment Board. And on my recommendation 
we dissolved that so it would be part of the STRS Board because 
I felt that the STRS Board should have a voice in setting policy 
on the funding and also on the investment of the portfolio. 
I felt that it was important that we redesign the System 
and the CTA Committee worked at Governor Reagan's urging that, 
rather than set up legislation piecemeal, let's overhaul the 
entire system and do it right. So, we did that. We worked very, 
-· -···---·--~----- ... ·-----····· ········ ___ .. _____ ----------- ....... - .......... .-... ... ____ ., ______ , __ ·- .. -·----------~- .. ···---------··-~- .. -------------.... ---·.- - .. 
10 
1 very diligently with the cooperation of Captain Barnes, who was 
2 at that time serving as the Chair of the Ass 1bly Retirement 
3 Committee, and he was a plodder but worked very cooperatively 
4 with us and with the STRS staff. So we did come up with the 
5 present retirement formula in 1972, and that's been modified 
6 slightly since then, but at least the basic plan is in the works 
7 except for the funding. 
8 It's unfortunate that the big issue still is funding, 
9 and I think that's the one that's the greatest specter. The 
10 Legislature, instead of funding the System, were not very wise in 
11 those days because they said: Don't worry about it; we'll take 
12 care of the funding. So, they didn't put their half of the money 
13 in, so consequently the money wasn't there to draw on and grow 
14 on, as it was with the PERS. 
15 So, that was one of the disadvantages, and so we're 
16 still wrestling with the problem some 30 years later, and it's 
17 really become a specter. So, hopefully, with this redesign, and 
18 I think the System has to be redesigned, and certainly we have to 
19 look at the funding aspect of it very, very carefully, and I am 
20 happy to be here to lend some measure of expertise on this 
21 problem. 
22 
23 
24 
25 
26 
27 
28 
Thank you very much. 
ASSEMBLYMAN ELDER: Thank you, Jim. 
Mr. Docter. 
MR. DOCTER: I'm Ken Docter. I'm not a teacher; I'm not 
a retirant; I'm not a potential retirant. I'm beginning to 
wonder what I ' m doing here. 
11 
1 No, I am the appointee of the State Superintendent. I 
2 am a School Board member in Northern California, and a partner in 
3 the CPA firm of Price-Waterhouse in charge of our management 
4 consultant department for the Western part of the United States. 
5 I hope to be able to participate in this Committee, and 
6 I have no opening statement. 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
ASSEMBLYMAN ELDER: All right. Thank you all for those 
intros. 
I'd like to now introduce Newton Bird, who's the interim 
Project Manager, and then Rick Cohen, who is the STRS Chief 
Executive Officer. 
Mr. Bird. 
MR. BIRD: Mr. Chairman, I retired in December, and I've 
been with the STRS Board just over 18 years, and I was the 
Executive Officer when I retired. Apparently I had an interest 
and talked Ken into participating in this thing, so that's why 
I'm here. 
ASSEMBLYMAN ELDER: We're very fortunate to have that 
long view of the situation, Newt. Thank you for your 
~,participation. 
MR. BIRD: I didn't know Mr. Slivkoff was on the Board. 
!You're older than I thought. 
il ASSEMBLYMAN ELDER: All right, Mr. Cohen, if you would 
'· 
i address us. 
MR. COHEN: Mr. Chairman, Members of the Panel, I'm Rick 
Cohen, and effective January 1, I became Interim Executive 
I ,. 
\! officer of the State Teachers' Retirement System. And on behalf 
I 
i 
I 
I 
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of the entire staff of the System, may I say that we all share 
2 the sentiments as you and Senator Deddeh wit respect to what we 
·3 hope this Panel can accomplish, and the sentiments of Ms. Powell 
4 with respect to the optimism with which we approach this task. 
5 ASSEMBLYMAN ELDER: Thank you, Mr. Cohen. 
6 I'd like now to call for nominations of Chair of this 
7 Task Force, and the nominations for Chair are now open. 
8 MS. COOPER: Mr. Chairman, I would like to nominate you 
9 as the permanent Chair of the ACR 62 Study Panel. 
)() ASSEMBLYMAN ELDER: Thanks. 
11 SENATOR DEDDEH: I second that motion. I was going to 
12 make that myself. Thank you for making it. 
13 ASSEMBLYMAN ELDER: All right, moved -- I'm stunned. 
14 (Laughter. ) 
15 SENATOR DEDDEH: This was not organized. 
16 (Laughter. ) 
17 ASSEMBLYMAN ELDER: Thank you very much. Moved by --
18 Yes, Mr. Slivkoff? 
19 MR. SLIVKOFF: And I move the nominations be closed. 
MS. COOPER: Second. 20 II 
I
I ASSEMBLYMAN ELDER: All right, then the it's moved and 21 
22 ! seconded that Mr. Elder be made Chairman and that the nominations 
jbe closed. 
23 I 
24 .li At this time, all those in favor of the motion signify 
25 
26 
27 
28 
I 
l by saying aye. 
I 
·i II I~ 
(Ayes.) 
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ASSEMBLYMAN ELDER: Are there any noes? All right, 
without further ado, I guess I'm your Chair. 
I'd like now to open the nominations for Vice-Chair. 
Are there any nominations for Vice-Chair? 
MS. CURTIS: Mr. Chair, I would like to nominate Judith 
Powell as Vice-Chairman. 
CHAIRMAN ELDER: All right. Move Ms. Powell, seconded 
by Ms. Moser, that Judith Powell, who is the Chair of the STRS 
Board be nominated. 
Are there any other nominations? 
SENATOR DEDDEH: Move the nominations closed. 
CHAIRMAN ELDER: It's been moved that the nominations be 
closed. Without further ado, all those in favor signify by 
saying "aye". 
(Ayes.) 
CHAIRMAN ELDER: Opposed? 
All right, you are now the Vice-Chair, and we hope we 
can raise your optimism to above the 10 percent level. And I'm 
optimistic that that can be done, s·o I guess that makes me 
somewhat more optimistic. 
With that, I'd like now to direct everyone's attention 
to Exhibit A of the Agenda, which basically gets to the question 
of the four subcommittees. I'd like to just briefly talk about 
l the various subcommittees that are proposed, and they are: 
first, we need to determine the financial responsibility of the 
costs of California education, including retirement costs; two, 
~ recognition of the collective bargaining process and a 
14 
1 determination of its potential impact on the r (~tirement program; 
2 three, an examination of possible contributj 1, income sources 
3 such as special taxes, school and lieu lands, and state-operated 
4 lottery; and four, analysis of ways to improve the investment 
5 y1eld, including projections of the minimum/maximum effect of 
6 each alternative on the System's funding position. 
7 I'd like to then, if we could, move to the last page of 
8 the exhibits and suggest, based upon our prior discussion from 
9 these particular areas of concern, that we form the various 
10 subcommittees. And I have suggested that we first have Committee 
I 
11 Number I made up of myself, Senator Deddeh, Mr. Docter, Dorothy 
12 Moser, Judith Powell, Elizabeth Cooper, Jean Curtis, Mr. Huff, 
13 Mr. Simpson, Mr. Slivkoff, Dr. Kludt and the public member, I 
14 guess, who is yet to be appointed. They would serve on Committee 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
Number I, and that Committee would be concerned with the funding. 
Basically the objective is to take action to resolve the growing 
unfunded obligation of the State Teachers' Retirement Fund. 
Issues that should be considered in the process of 
meeting this objective are as we've discussed, the various 
IJ previous 
11 would be 
I 
things that deal with this particular problem. So, that 
my nomination for Committee Number I. 
i For Committee II, which I would propose we include 
! Dorothy Moser, Mr. Huff, Dick Simpson and Mr. Slivkoff, which is 
I 
I the Retirement Benefits and Adequacy Subcommittee. And the 
'! objective of this subcommittee is to define a target retirement 
I, income level for members that will provide an adequate retirement 
il 
II income upon completion of a defined work career and to take 
~ ' 
;. 
!. 
:j 
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1 action to adjust total program cost through the modification or 
2 redesign of the retirement service benefit program. 
3 Alternative benefit proposals and issues that should be 
4 considered in the process of meeting these objectives are: 
5 Definition of an adequate retirement income including 
6 the determination of a target replacement ratio for a defined 
7 work career. 
8 Examination of all possible sources of income to meet an 
9 adequate retirement income level and a determination of what 
10 portion of this adequate income should be payable by the 
11 retirement system. 
12 Three, analysis of merits of a defined contribution plan 
13 versus defined benefit plan. 
14 Four, development of a statewide base retirement plan 
15 with a series of optional cafeteria benefits which may be elected 
16 on a district by district basis 
17 Five, analysis of issues concerning and alternatives for 
18 increasing normal retirement age. 
19 And six, consideration of issues concerning possible 
20 changes in vesting requirements. 
21 Seven would be a review of current service retirement 
22 benefit formula and development of alternative formulas. 
23 jj Eight, analysis of issues concerning establishment of a 
24 !! percentage cap on the total allowable retirement benefit from 
25 
STRS or from all public plans. 
26 Nine, consideration of possible late retirement 
27 
incentives. 
28 
.I 
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Ten, an analysis of the compatibility of both early 
retirement and late retirement incentives. 
Eleven, an analysis of issues concerning modification of 
current retirement program versus creation of a two-tier program. 
Twelve, examination of alternative methods of applying a 
two-tier program. 
Again, that subcommittee I propose consist of Dorothy 
Moser, Jesse Huff, Dick Simpson and Mr. Slivkoff. 
Committee III will have the objective, or the title 
really, of Disability, Family (Survivor) Benefits, Health Care, 
Social Security and Special Ancillary Benefits. 
The objective of this Subcommittee III is to take action 
to adjust total program cost through the modification or redesign 
of the ancillary benefit programs and/or the development of a 
two-tier program structure, both with and without Social 
Security. 
Issues that should be considered in the process of 
!
meeting t h is objective are: 
One, determination of the need, level, and recommended 
source of adequate disability and death benefit provisions. 
Two, modification or elimination of Disability Allowance 
program. 
I 
II 
li 
II 
I. and 
II 
Modification or elimination of Family Benefit program. 
Number four, development of alternative lump-sum active 
retired death benefits. 
Five, development of a pre-age 65 benefit for a 
11 surviving spouse with no dependent children. 
I· I 
l 
I -
I 
. ··--· --~-· ....... ____________ .. ________ ~-----------------------··--~----------·-- -- -
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1 Six, the analysis of the pro and con issues of linking 
2 the retirement program with Social Security. Should including 
also an analysis of alternative methods for integrating with 3 
4 
5 
6 
7 
8 
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10 
11 
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Social Security. 
Seven, an examination of the issues concerning the need 
for a health insurance program that will provide substantial 
medical coverage for retirants and their spouses at either a low 
cost or at no cost to the retirant. Development of 
reco~nendations for meeting this non-retirement plan need outside 
of the STRS benefit and funding structure. 
Subcommittee III is proposed to be made up of the 
following participants: Mr. Docter, Jean Curtis, and a public 
member yet to be appointed. 
Committee IV would consist of Benefit Maintenance, and 
that is Post-retirement Increases, COLAs, Maintenance of 
Purchasing Power. This is an area where Senator Deddeh has been 
particularly active, and I would right from the beginning 
indicate that it would be the general consensus that he would 
make a substantial contribution to that particular committee. 
I for the 
The objective is to take corrective action to provide 
timely and adequate maintenance of benefit allowances for 
I 
I current 
i 
I benefit 
, income 
!I 
I 
I 
I 
and future retirants: 
One, determination of the minimum and optimum levels of 
maintenance for current and future retirants. 
Two, examination of the possible sources of retirement 
maintenance, and these would include: 
Fixed increases provided by retirement plan; 
I 
.I 
I 
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Annual increases by the plan triggered by the CCPI with 
a minimum change trigger and a specific max i urn permissible 
change in any year; 
Single year supplemental increases triggered by a 
specific income source; 
Tailored COLA funded by election of a retirement option 
which produces a reduced allowance with a fixed percentage 
I increasing annuity; 
I 
1 COLA provided from individual tax shelter contract; 
A Reverse Annuity Mortgage or RAM programs. 
Thirdly, a determination of the portion of the COLA 
which should be the responsibility of the retirant and/or of the 
retirement system. 
Four, an analysis of benefit maintenance alternatives 
based on various calculation methods, including: 
Annual application of a fixed percentage; 
Annual application of a fixed percentage to the current 
allowance payable; i.e. annual compound increase; 
Periodic increase to a given percentage of the 
1 allowances' original purchasing power; 
I 
1l Maintenance of allowance at a given percentage of its 
I; 
' i: original purchasing power; 
I 
I 
And single year allocation of available funding to 
i increase allowances; 
1
1 And single year allocation of available funding to 
1
i allowances meeting a specific criteria; that is, all those below 
!1 75 percent of purchasing power being brought up to that 
j\ particular point pursuant to SB 638 of 1983; 
I 
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1 A periodic increase in all allowances to a minimum 
2 current allowance payable based on years of service credit; i.e., 
3 minimum guarantee adjustment pursuant to SB 1557 of 1980 and 
4 SA 744 of 1981. 
5 Five, development and costing of alternative proposals 
6 for improving benefit maintenance of current retirement 
7 allowances. 
8 And six, development and costing of alternative benefit 
9 maintenance proposals for future retirants. 
10 Again, that would be the fourth Subcommittee, and that 
11 would be comprised of: Senator Deddeh, Elizabeth Cooper, and Dr. 
\2 Kludt. 
13 So, with --
14 MR. KLUDT: Mr. Chairman. 
15 CHAIRMAN ELDER: Yes. 
16 MR. KLUDT: In the swearing-in this morning that four of 
17 us attended, there was a Mr. Federick A. Kahn. Is he the public 
18 
member? That's what I would assume. 
19 Anyway, he requested, because he could not attend today, 
20 that, being a believer in communication, I would pass on his 
21 
desire to be on Committee I and Committee III, which is where you 
22 
have him if he is a public member. 
23 
CHAIRMAN ELDER: That's terrific communication, isn't 
24 !I it? 
25 
(Laughter. ) 
II MR. KLUDT: We also use mental telepathy. 2() I 
il 
27 II 
il 28 ,
1 
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1 (Laughter. ) 
2 CHAIRMAN ELDER: That's a tribute t Mr. Cox, isn't i.t? 
3 · Incredible. 
4 All right, yes, Mr. Huff. 
5 MR. HUFF: The Assembly Ways and Means requested my 
6 presence. 
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CHAIRMAN ELDER: One more action and then you can be 
excused. 
Without objection, these committee assignments shall 
1 stand. 
Yes, Mr. Docter. 
MR. DOCTER: Mr. Chairman, I think that my background 
and interest would more relate to Committee II than III, if 
I 
! that's at all feasible. 
I CHAIRMAN ELDER: All right. Without objection, I think 
!we can get that done. So, you would propose to amend the 
suggested Study Panel Committee assignments by having yourself 
placed from Committee III to Committee II, did you say? 
MR. DOCTER: Yes, please. 
CHAIRMAN ELDER: All right. Without objection that'll 
I think that will leave one short on the Committee III, I be done. 
,\ so I'm sure we can work this out through communications with the 
lj various people and let people reorder these priorities. Perhaps 
I 
: it will be that the Chair will take on more than one committee, 
I 
I 
l and perhaps that might be one resolution of the problem. 
l 
I All right. 
I 
'I II 
I 
---------- ·--. ·-- ~-----·-----------·-·-------·--·---·----·-------·-·-- ---.-··~-------·--~·- ---··-· - -
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1 DR. KLUDT: Mr. Chairman, if you remember, I mentioned 
2 I'm interested in the operational end. 
3 
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CHAIRMAN ELDER: Yes. 
DR. KLUDT: And in the description of these 
subcommittees, I was interested as to where your interpretation, 
or anybody else's interpretation, would place the working with 
the morale of the staff, doing some communications network 
analysis to again facilitate the delivery system to the retirant 
and any other organizational help. 
Would Committees I and IV be appropriate for me to serve 
on? 
CHAIRMAN ELDER: Well, I think the funding one is not 
necessarily dealing with the operational considerations. In 
fact, if I may say, it looks to me like we haven't really focused 
on that particular element in the Study. We've been focusing on 
the funding and other problems. 
Perhaps Ms. Powell could advise 
DR. KLUDT: It's important that we do that. I would 
like to even see a fifth group just to work on how we can improve 
the delivery system. 
CHAIRMAN ELDER: All right, Doctor. If I may, to move 
this along, I would like to recognize Vice-Chairman Powell for a 
lmoment .. Sh~ can perhaps elaborate on that, and I think your 
suggest1on 1s perhaps a fifth committee, and if that is created, 
then we would create that subcommittee. 
MR. COHEN: Mr. Chairman. 
CHAIRMAN ELDER: Yes. 
I 
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1 MR. COHEN: In reviewing the legislation in terms of the: 
2 legislation, it is not within the comprehen~ on of ACR 62 that 
3 the operational aspects of the State Teachers' Retirement System 
4 be reviewed. And I would suspect that in the staff of this Panel 
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to carry this meeting, that's why that particular subject was 
overlooked; however, again on behalf of staff, I would like to 
suggest to Dr. Kludt that one of the things that we're focusing 
special attention on is precisely the issue that you're raising , 
and I would like to extend on behalf of staff an invitation for 
you to get together with me and any other member of my staff at 
any time and address these issues with staff directly, and not 
through this Panel, which by the terms of the legislation is 
really created to study funding and benefit structures. 
CHAIRMAN ELDER: All right. Ms. Powell, do you have 
anything to add to that? 
VICE-CHAIRMAN POWELL: Yes, I would reinforce what Rick 
has said in terms of our direction and concern with this very 
issue. As a person who gets an awful lot of phone calls about 
delivery and that sort of thing, I'm very much aware of it. I 
would hope that you would get together with staff. 
J I also feel that in terms of staff morale that if we can 
I achieve what we set out to achieve here, we will have erased 
' 
j 99.999 percent of morale problems, if we can accomplish these 
!! things. 
But I very much share your concern about delivery. I'm 
1l some hat involved in this for that very reason. And I think that 
d 
'\ in getting together with Rick and the rest of the staff, that 
/ that ' s the appropriate direction to go. 
! 
:: 
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1 CHAIRMAN ELDER: Dr. Kludt, I think that, if I may add 
2 something to this, I would be pleased to have my staff prepare 
1 for you a summary of the legislative initiatives that are now in 
4 process to deal with the very problem you talk about. One of the 
5 particular proposals is the creation of an OMBUDSMAN and 
6 discussion of an 800 number for retirants to call when they are 
7 not receiving any maintenance or support from the System in a 
8 timely way. 
9 But we will prepare that compendium of legislation that 
10 has been introduced and is proposed so that you can review ~t and 
11 then get back to us to see if you think that further action is 
12 necessary. 
13 But I think Mr. Cohen is correct, the focus on this Task 
14 Force has to be the specific funding problem and the benefit 
15 structure; otherwise, we will have a great deal as an objective 
16 to achieve if we just accomplished these things. 
17 So with that, I would now like to recognize Dorothy 
18 Moser and then we'll turn it back to you for further comment. 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
MS. MOSER: I'm Chair of the Operations Committee for 
I 
,· STRS. I would like to have you know that the Board did go on 
1
1 
record approving the legislation that Assemblyman Elder just 
I talked about. We are in support of that legislation, and if I 
can be of help to you as Chair of the Operations Committee, I 
would be delighted to be in contact with you, because that is a 
1
1 very great concern that we have, and you need to know that we are 
I working on it. And any input that we can get will be a help. 
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DR. KLUDT: Right. What I'm trying to do is provide you 
2 with the experience, background, and concer~ of the retirants. 
3 And retirants need a voice not only in this g.coup but in your 
4 committee. So, I appreciate that. 
5 CHAIRMAN ELDER: Mr. Cohen. 
6 MR. COHEN: I'll keep it brief. 
7 We also at State Teachers' Retirement System have 
8 recently set up a new Benefits Committee, which among other 
9 things is going to be addressing precisely these kinds of things 
1o that you have concern about. And I would like also to invite you 
11 
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to come by and surprise us sometime and just see what a happy 
group we are out there these days. 
CHAIRMAN ELDER: I'd like to, without objection then, 
with subject to the amendments proposed by Mr. Docter, and 
recognizing that Subcommittee III would then be one person short, 
we will then proceed now to hear from -- I see no objection to 
that so those are the subcommittees and they are staffed as 
indicated with the one amendment from Committee III to Committee 
II. 
I'd like now to call for presentations from the 
audience, limited to a maximum of five minutes. I know of at 
least the following who wish to make presentations, and I will 
call them. Be aware that if others wish to be recognized, all 
you have to do is make that known to us and we will allow you 
your statement as well. 
I'd like to call on Dave Walrath of the California 
Retired Teachers' Association. 
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1 MR. WALRATH: Mr. Chairman, members, for the record my 
2 name is Dave Walrath. I represent the California Retired 
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Teachers' Association. 
Also with me today is Mrs. Ruth de Prida, who's lhe 
Chairman of our Legislative Committee. 
We've provided some written testimony, and I have other 
copies of that written testimony this morning if members of the 
Panel did not have it. I'll ask the sergeants to pass that out. 
Without going into that testimony that you can read 
later, what we wanted to talk about was, there was an additional 
request was made at the time the announcement came out for this 
Study Panel. We want to offer from our Association whatever 
assistance we can provide the Study Panel. We have a Sacramento 
office that would be able to provide help in clerical assistance; 
also in mailing to our members if there are questions from the 
Study Panel who want more information back on how members may 
feel about particular proposals; as well as the expertise of our 
members to be available to the Panel as appropriate. 
So we do want to offer our assistance, and our support, 
and our help in any way that we can. 
CHAIRMAN ELDER: Thank you very much, Mr. Walrath, for 
I your offer of assistance, and you'll be called upon, rest 
I 
J assured. 
lj 
I 
I 
i 
II 
I 
I'd like now to call upon Ron Brown, Legislative 
Representative of the California Teachers' Association. 
Mr. Walrath, did you have copies of your testimony? 
MR. WALRATH: Yes. 
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1 CHAIRMAN ELDER: All right. Mr. Brown's statement wil l 
2 be passed out in advance of his statement. 
3 Just for the benefit of t he members Gf the Panel, in the 
4 Legislature our hearings are not characterized necessarily by 
5 this level of preparation, and so if I seem remiss, it's because 
6 a lot of witnesses who come up are not as well prepare·d or 
7 thoughtful in their comments. So, I have to remind myself that . 
8 this is a very thoughtful enterprise. 
9 MR. BROWN: I'm Ronald Brown, Retirement Consultant and 
10 Advocate, employed by the California Teachers' Association. 
11 In my statement you'll see I say "Good afternoon" 
12 because I didn't think I was going to be on before afternoon. So 
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I must commend the Panel for moving rapidly. 
Thank you for this opportunity to speak to you and 
express gratitude that each of you has agreed to serve on this 
important Panel. 
This body, made up of elected and appointed leaders 
representing the executive and legislative branches of our state 
government, is facing a monumental task: to develop legislation 
which would assure active and retired teachers, quote, "an 
adequate retirement program funded on a sound actuarial basis." 
It is encouraging that divergent points of view are 
represented on this Panel so that when consensus is achieved the 
I 
1 resu lts can be accepted by the Legislature and the Governor. 
I The California Teachers' Association is especially proud 
~ that six of you are IUembers or former members, of CTA, even 
'I tho~gh you are here today at the pleasure of another person or 
entJ_ty. 
I 
I 
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Though our priorities may differ a bit, CTA's goals are 
similar to those who have or will address you today: 
One, adequate funding of STRS, including the cost of 
current service as well as obligations from the past. There are, 
at present, proposals to put such into law and the Constitution. 
I hope, after thorough study of these legislative measures, this 
Panel will support those bills. 
Two, a realistic post-retirement improvement proposal 
including a practical funding mechanism. 
Three, some provision for a statewide health care plan 
for all retirees, whether through Medicare of something similar. 
Four, deal with the inequities in the current law which 
might result from age, gender or status. 
A number of other items on the CTA wish list were 
presented at the legislative hearing held in Monterey on October 
12th, 1983. I hope you will each have time to review that big, 
blue document. 
CHAIRMAN ELDER: If I may interrupt you for a m~nute, 
Mr. Brown, I want to express at this time a special thank you to 
Senator Deddeh and to his court reporter for making that 
transcript, a verbatim presentation. I think one of the reasons 
we are where we are today is the fact that that whole series of 
hearings with Senator Deddeh and myself were in fact verbatim 
minutes, timely prepared, and generally available to anyone who 
wished to have them. So often we have legislative hearings which 
are recorded; however, they are not produced with the faithful 
degree for concern for detail that was exhibited in that fine 
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piece of work, Senator Deddeh. I think all of us owe you a great 
thanks for doing that, and I know it sounds ke a little thing, 
and I know a lot of very fine things are said in hearings, and 
you don't get it all. But when you have the opportunity to go 
back over it again and again, it starts to make sense. So I just 
wanted to make that acknowledgement. 
So, if you would continue, Mr. Brown. 
This is not the usual course of action, and it's because 
of Senator Deddeh that that happened. 
MR. BROWN: Well, I will express thanks to whomever 
prepared that, because I noticed that there were a couple of 
places I got a laugh during October 12th 
MR. BROWN: 
get many these days. 
(Laughter. ) 
and I appreciate that notation. I don ' t 
Again, I want to thank you for allowing me to address 
you. Be assured that CTA will be following your progress with 
great interest. I hope you will permit us additional input as 
you develop and refine your proposals. I think the end product 
of your endeavors will have a significant impact on the total 
educational community as well as a long range and positive effect 
on the State of California. 
Thank you. 
CHAIRMAN ELDER: All right, Mr. Brown, thank you. We, 
again, will be calling upon your good offices as we proceed. 
Next I'd like to call on John R. McKinley, ACCCA, 
Retirement Consultant, Association of California Community 
College Administrators. 
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MR. MCKINLEY: Thank you Mr. Chairman and members of 
2 this Study Committee. My remarks will be very brief. I'm John 
3 McKinley, a retirant of the State Teachers' Retirement System and 
4 also from PERS, one of the concurrent types. I retired from 
5 (unintelligible) College in Hayward two years ago. 
6 You have been sent a copy of the letter from the 
7 Association of California Community College Administrators. I'm 
8 
9 
10 
11 
12 
13 
14 
I sorry, Assemblyman Elder, that I don't have a copy to distribute, 
l but I would hope that that might be made a part of the record and 
I distributed to members of the Committee. Basically, it's --
1 CHAIRMAN ELDER: We will do that. We will make sure 
that they all get a copy of that statement. 
MR. MCKINLEY: Thank you. 
Basically, it simply says that we are a 1300 member 
15 Association of California Community College Administrators. We 
16 are concerned about your efforts. We are learning; we are 
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relatively new in relationship to some of the other associations. 
We very much appreciate the transcript which was made, because 
it's part of our educational material that we can communicate to 
our members. 
We believe it's time to get down and start to work, and 
we certainly offer within our means our assistance, hoping we can 
communicate properly with our members and keep them appraised of 
I the progress of this Committee. 
I was especially pleased to hear Mr. Cohen respond to 
1 the question of communication. I think STRS has done an 
I. 
1: exceptionally good job considering the problems that you deal 
30 
1 with and with so many members. We recognize communication is a 
2 two-way street, and we hope we'll do our pa. in assisting you in 
3 this internal operation. 
4 Thank you very much for this opportunity. 
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CHAIRMAN ELDER: Thank you very much. 
Ms. Nadine Stegelmeyer, Co-Chairman of the STRS 
Committee, Association of Retired Teachers. 
MS. STEGELMEYER: The members of the Association of 
Retired Teachers have been encouraged by the creation of the ACR 
62 Task Force; we welcome this opportunity to share some of our 
views with you. 
Members benefits: Our prime concern is the erosion of 
the real value of our pensions caused by inflation. We are 
pleased that the Legislature has begun to deal with this problem 
with the passage in recent years of bills such as SB 629 by 
Senator Sieroty, SB 1562 by Senator Russell, and SB 638 by 
Senator Deddeh. 
These gains have been worthwhile but have not been 
sufficient to maintain an adequate percentage of original 
purchasing power. ART submits that this level should never have 
fallen lower than 75 percent . 
We are concerned about the assets of the STRS and that 
they be respected as a trust fund for the sole and exclusive 
I 
1 Funds properly due the system have not always been remitted in 
! 
31 
1 full and have at times been late. Funds have been withheld to 
2 balance the budget. Such measures adversely affect the fiscal 
3 soundness of the System. 
4 We urge the Task Force to devise ways to forestall such 
5 actions, including Constitutional protection as necessary. All 
6 moneys withheld in the past must be paid, including the 
7 unrealized earnings from such funds. Teachers have never been 
8 
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able to avoid making their required contributions; neither should 
the state and districts. 
Funding: We are as deeply concerned with the unfunded 
liability as all who have seriously examined the System must be. 
We expect the Task Force to tackle this issue with the courage 
and boldness it requires, knowing that there is no painless 
solution. We must point out that delay, procrastination, and 
expediency in the past are largely responsible for the problem, 
and further delay can only serve to exacerbate it. Since, 
however, over a third of our income is derived from the yield on 
the fund 1 s investments, we hope the Task Force will deal with 
what appears currently to be a very muddied approach to 
investment management. The size of the fund and the welfare of 
J the thousands of people in its trust demand the very best 
j management available. 
! I I I 
I 
,, 
II 
I 
I 
I 
I 
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1 Recommendations: One, the Task Force must consider the 
2 issues of STRS funding and retiree benefits :ogether, in a 
3 single, comprehensive solution to the Systein s ills. 
4 Two, the erosion of pensions caused by inflation, and 
5 the extent of the System's unfunded liability are so great that 
6 funding to correct current problems should come from a 
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permanently dedicated, specific source of state funds. Possible 
sources of funds include: a) The State General Fund; b) Existing 
or newly-created special funds; c) A fixed percentage of the 
state funding of public education, since STRS is a vital part of 
the state educational system. 
If a Constitutional amendment is necessary to 
permanently and unalterably dedicate such a source of funds, then 
ART believes that such an amendment is appropriate. 
Services to members: We are very concerned that active 
and retired teachers alike know so little about their retirement 
system and have no ready access to it. The Task Force is urged 
to consider the following actions to address this concern: 
One, an ongoing informational program about STRS to 
begin at the time a teacher is first employed and to continue as 
Two, a regular publication, such as PERS' Update, to 
keep all members informed of the System's current operations and 
1l financial experience, acquaint us with the personnel working for 
us, and help us deal with pension problems that we may encounter. 
Three, an 800 number. 
Four, a Los Angeles regional office. 
-·- ·- - ··-···· ·-·- ·-·-·--·······-··----~-----·---. ···-·----········-.. -------·------------
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1 Five, election to the STRS Board of those members of the 
2 Board who are also STRS members. 
3 ART wishes to work with the Task Force as closely as 
4 possible. We are happy to offer the services in Sacramento of 
5 our legislative advocate, Larry Briskin, and any other service of 
6 which we are capable. 
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Thank you for this opportunity. We recognize the 
monumental task you face, and we wish you well. Thank you. 
VICE-CHAIRMAN POWELL: Clearly as you can see, Chairman 
Elder has been called away for the moment, and in the 
presentation that we just heard, I would like to note that we are 
putting out a bulletin this month. We're working on that. 
As you heard earlier in Assemblyman Elder's proposal, 
the 800 number is a matter for consideration. 
Do you want to comment on that? 
MR. COHEN: Yes, I don't want to comment on the 800. 
The newsletter will be coming out very shortly. 
I have asked staff to look into the setting up of 
additional regional offices. My personal opinion is that the 
single office in Santa Ana is currently understaffed. We're 
trying to increase staff over there. I additionally think that 
one office is insufficient, and we're going to be exploring that. 
So, I want you to know that the Board and staff are 
hearing what you have to say. 
VICE-CHAIRMAN POWELL: We have a further request to 
1
\ speak by Kenneth Forry, Retirement Consultant to the Association 
i of California School Administrators. 
I 
I 
-~ - ----
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1 MR. SLIVKOFF: Judy, while he's coming up, let me 
2 comment about that communication, too, whe r• she indicated t hat 
3 there should be an informational program a b o u t STRS to begin at 
4 the time the teacher is first employed. 
5 Well, from practical and long-standing experience , 
6 that's just not so. The opportunities are there for a teacher t o 
7 get the information, but the cost is horrendous to provide 
8 everyone with that information when they just deep-six it. 
9 So, I think that, from the administration standpoint, is 
10 a "no-no". So, just provide the information to those who ask for 
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it. 
VICE-CHAIRMAN POWELL: Thank you, Jim. 
Yes. 
MS. MOSER: I would like to comment that as a matter of 
fact there are currently bulletins available, and we are hoping 
to have better distribution and a better mechanism for informing 
people that they are available. There are a lot of informationa l 
folders available. 
I was going to comment about the bulletin which we've 
been working on for a little over a year to get out, and it looks 
as if now we have a good mechanism, and by 1985, not only will 
they be distributed as our current statements are distributed, 
but we hope to be able in 1985 to mail to homes, so that 
I 
retirants and everyone will be certain to receive them. 
In addition to that, if you go back historically a 
little, it took a great deal of work of people from south of the 
. Tehachapis to get an office in Southern California. The original 
I 
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1 legislation provided for such an office in the Los Angeles a rea, 
2 but it was felt by those who enacted the legislation that Santa 
3 Ana would be a more central area and that there were state 
4 offices in that area. And as Mr. Cohen said, we are looking to 
5 qive better service to more than 50 percent of the membership who 
6 live south of the Tehachapis. 
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VICE-CHAIRMAN POWELL: Mr. Forry. 
MR. FORRY: Thank you very much, Madame Chairman. 
I'm Kenneth Forry, Retirement Consultant for the 
Association of California School Administrators, former member of 
the STRS Board, Vice-Chair of that Board from '69-'73. It was my 
distinct pleasure to be a member of that Board when the Barnes 
bill became law. We thought we had the answer to all answers and 
the end of the problem was in sight, and the problem seems to be 
getting bigger. 
I have for distribution to members of this Task Force a 
copy of a resolution to which I want to make a few references. 
Not copies here, but I hope that it'll be duplicated for the 
Committee's use. 
A letter addressed to the Chair of this Committee in 
response to the invitation to present a list of priorities that 
the ACR 62 Task Force should pursue during its study, the 
!!Association of California School Administrators is pleased to 
il 
j submit. l1 copy of a Resolution on Retirement. '!'his Retirement 
Resolution was reassessed and readopted in the spring of 1983, 
1 and represents a position which we have taken from the original 26 ' 
II resolution of 1977. 
27 il 
'I [, 
28 il 
!r II 
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1 Our Association and its retirees express appreciation 
2 for the recent successful legislation whlch 3S resulted in 
3 modest increases in cost of living adjustments for retirement 
4 allowances; nonetheless, there is continued deep concern about 
5 the fiscal integrity of the System, especially the unfunded 
6 accrued liability. 
7 Perhaps the most pressing problem to which the Task 
8 Force might address itself is the lack of high quality, modest 
cost of health insurance available to retirees. Nothing can 9 
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erode a retirement allowance more rapidly than a prolonged and 
catastrophic illness. 
The Association of California Scihool Administrators 
welcomes this opportunity to provide some important guidelines 
for the Study Panel. There are experienced and knowledgeable 
individuals in our Association for service to the Panel. 
We just will expect to be called upon, and we will be 
dellghted to provide such services as our sources may make 
available. We are 14,000 members; we want to adequately 
represent them and the System to which many of us are a par t:. 
Thank you very much. 
VICE-CHAIRMAN POWELL: Thank you, Ken. I think I can 
, say on behalf of the Chair that you will hear from us. We 
I 
I 
I! 
1: 
II 
li 
II 
II 
j; 
:i ; 
'I 
appreciate your offer. 
We have another person wishing to speak, Mr. Ralph 
Fowler, a representative of the Faculty Association of California 
Community Colleges. 
I 
! 
i 
. ' 
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1 MR. FOWLER: Mr. Chairman, members of the Task Force, 
2 ladies and gentlemen, my name is Ralph Fowler. I am the 
3 representative of the Faculty Association of California Community 
4 Colleges, and I am the Chairman of their Retirement Concerns 
5 Committee. 
6 I am also an instructor of economics at Diablo Valley 
7 College, and by my training and my interests I have been very 
8 much involved with these concepts. 
9 We at the community colleges have some particular 
10 interests here, mainly our age. Since the median age of 
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community college teachers is 51, and at my particular college 
the median age is 53, we feel very strongly. 
We are very pleased that the Task Force has been 
created, and we certainly from FACCC offer any assistance that we 
can possibly give in any capacity. 
We have been concerned with and certainly concur with 
the statements made by the previous speakers. Inevitably when 
you're on the end of the list, everybody says it ahead of you. 
Certainly funding, that perennial issue, and we're pleased to see 
at least attempts of restoration of some of that money in the 
current budget. 
We are concerned on investment policy, and certainly 
hope the continued care of prudent inv-estment policy should go 
I on. 
I 
'I There's one particular point that I would like to 
J address a couple of my remarks concerning the retirement benefits 
!I 
ii and health care. I have just completed a 14-month stint on the 
!' 
I 
' 
i 
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1 negotiating council contract. And the number one issue on that 
2 contract was retirement benefits. And we WE ·e fairly fortunate 
3 to be able to maintain our retirees' benefit~. 
4 But at the least the district that I'm familiar with and 
5 other districts in our area, there have been major moves in the 
6 possibility of cutting back on various retirement benefits. And 
7 so the suggestions, and I notice in the proposal by the 
8 Committees you are going to be discussing possibilities, we are 
very, very much in favor of. 9 
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Again, I would thank you for your attention on this, and 
any help that we can give, we'll be very happy to do so. 
Thank you. 
VICE-CHAIRMAN POWELL: Thank you , Mr. Fowler. 
Is there anyone else wishing to speak that we are aware 
of? All right. 
MS. RICHARD: Thank you , Ms • Powe 11. 
My name is Carol Richard, and I'm here on behalf of 
Rebecca Bauman, our advocate with the California School Boards 
I Association. 
We'd just like to make a couple of comments, and I will 
be glad to follow-up with additional written testimony subsequent 
to the hearing. 
We share your concerns about the unfunded obligation, 
! and while we certainly 
I 
II problem, we trust that 
I sources that are noted 
Committee I, examining 
\I 
.II 
share the desire to address this serious 
the Panel will consider the variety of 
on your committee objectives for 
those sources that will best meet the 
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financial responsibility, since we recognize it is a shared 
concern, although school districts now are faced with meeting 
their concerns as well, which we're in another hearing today 
talking about. 
We certainly will be working with other groups, 
including Citizens for Education, to address some of the 
retirement areas. We are also interested in the area of the 
two-tiered retirement system, and we do have CSBA Legislative 
Committee with members that have expertise in the area of state 
teachers retirement, and we hope you will call on them in the 
future. 
We have knowledgeable school board members in CSBA as 
well as our staff that will attend to be at your disposal, and 
we'd be glad to work with you and follow your progress. 
Thank you. 
VICE-CHAIRMAN POWELL: Thank you. 
Looking at the time and seeing that -- yes, ma'am. 
MS. SPRAGUE: I am a retired teacher who spent about 14 
months trying to avoid paying 
VICE-CHAIRMAN POWELL: Could you tell everyone your 
name, please? 
MS. SPRAGUE: Virginia Sprague. I spent about 14 months 
trying to avoid the problem of paying Medicare premiums because I 
was not covered by Social Security. 
There is a need to abolish an inequity. I agree with 
the others who have spoken, we do need a health benefit plan for 
I 
I retirees. One district in three does not have a policy which 
allows retirees to remain in the district. I I 
I 
I 
I 
II 
I 
I 
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1 Teachers without the Medicare coverage will pay a very 
2 high premium for Medicare, higher than they 1uld pay for 
3 district health plans. And the benefits will be less in many 
4 
5 
6 
7 
8 
9 
cases. 
Now, it is possible for these people to remain in the 
district's system if the district has a policy to that effect, 
but it's very hard for a retiring teacher to find out that this 
is possible. 
All of these teachers are retired under the State 
10 Retirement System. It would seem that there should be a . state 
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remedy to give them equity under the law. It would benefit these 
people if there were legislation which made it mandatory that 
retirees be able to remain in the district health plan. 
There is an alternative way that has been used for 
federal employees of allowing a deduction of 1.3 percent from the 
salary of teachers as a contribution to Medicare, which we do not 
do under the State Retirement System. 
Either of these methods benefit these people who 
j experience the shock of paying a very high Medicare premium after 
I 
! having had paid benefits while teaching. And then, find that 
each year this astounding premium escalates. 
Thank you. 
VICE-CHAIRMAN POWELL: Thank you for your comments. 
SENATOR DEDDEH: Can somebody help me from the staff to 
; 
l see that I am accurate. 
I think your point is very well taken. Now we have 
something like that for PERS, but the public employees, and 
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somebody correct me if I am wrong, the active employees either on 
2 a negotiated basis or whatever, they do make a certain allowance 
3 of contribution which goes into that fund. We have not done that 
4 for STRS. 
5 I'm going to throw a bombshell, and I don't think that's 
6 proper, but I'm going to say it. Unfortunately for us teachers, 
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by Sacramento we have not been looked upon in the same vein as we 
look upon PERS. The reason is because in reality, you and I are 
not state employees. We are employees of a school district out 
there, that negotiates with the teachers, benefits, salaries, 
collective bargaining, all of that stuff, and the Legislature has 
really not been all moved and stirred and so on to say: These 
are our boys and girls and we ought to take care of them. 
To the extent that Los Angeles, for instance, it was not 
until 1972 or '73, and I'm vague on the exact date, that they 
came into the System, because theirs was slightly better and they 
felt they could do better if they were not. And then, when the 
Barnes bill became law, they felt maybe they could be excused of 
several hundred million dollars, they got in and joined the 
System. 
Somebody correct me again, I think San Francisco is not 
part of STRS, unless I am mistaken. And I will stand corrected. 
It is at this time. 
So you see, we are not all the children of the same 
father and mother. Some of us were, and some of us were 
illegitimate and so on. And so we tried to make some corrections 
and alterations. 
- - - ----·· ·~ _ .,. --- - -- . - - ... -- --
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1 So until we begin to act as if we were a part of the 
2 public domain, part of whatever it is w~'re upposed to be, you 
3 are going to see these inadequacies i n benefits. 
4 And the Legislature, and I heard somebody say that 
5 funding ought to come from the General Fund, and I'd like to have 
6 you say that before Senate Finance and Assembly Ways and Means 
7 and see what their reaction will be, because the General Fund 
8 really is that fund which belongs to all of the people of 
9 California. And the teachers still negotiate with the locally-
10 created school board, who in their infinite wisdom on occasions, 
11 give a retiring superintendent or someone about to retire 10-15 
12 grand before the last three years so that his or her salary will 
13 be you know what. 
14 I can cite for you, as a former teacher of high school, 
15 college, married to a teacher in the junior high, I can tell you 
16 some of these nice little horror stories that I have heard in my 
17 18 years up here, but this is not the time nor the place. 
18 So , tighten your belts, all of you, and put your 
19 thinking hats on and come to us with identifiable sources of 
20 funding . And please don't tell me General Fund, because that 
21 I ain't going to happen. 
22 II 
MR. COX: Dave Cox with the Assembly PE&R. 
Just one point of information. Senator Deddeh did 23 . 
l1 author legislation in 1978 that allowed school districts to opt 24 ,, 
II 
I under the PERS health benefit plan, which guarantees continual 25 
26 ( health care benefits for retirees. Unfortunately, not too many 
1i districts have taken that option today. 
27 li 
!I 
28 li 
I 
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VICE-CHAIRMAN POWELL: Thanks, Dave. 
2 Jim. 
3 MR. SLIVKOFF: Yes, I would think that it's totally 
4 beyond the scope of this panel to even consider health care for 
5 the retirees. I think that when you start to mix retirement and 
6 health, you're really running into a buzz saw. So, heavily 
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involved that until we can address the issues that the Senator 
has addressed, we shouldn't even talk about it. 
So I think that this is something that's· a hopeful kind 
of thing down the road, but I think let's talk about funding, to 
maintain and get the System in order. And the health benefits 
you have to take care of by the individual districts and the 
individuals themselves for the present. 
VICE-CHAIRMAN POWELL: I'd like to comment, if I may. 
First of all, it's certainly true at the present time that this 
is a generally negotiable items that we deal with on a district 
by district basis. But I would note or remind you of page three 
of the material that Chairman Elder left here earlier, the 
suggested objectives for Committee III, which presently consists 
of Jean Curtis, who is someone who's spent a lot of time studying 
this sort of benefit and has testified before panels before on 
these matters. This does cover, under Committee III, health 
1 care, and so I do think and would expect that, Jean, and whomever 
~ I 
l! else you end up working with will have considered giving that 
title. 
Okay, did we have anyone else wishing to address the 
Task Force? Dr. Kludt. 
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1 DR. KLUDT: Ms. Chairman, I'm addressing again front the 
2 retirant's point of view. I've heard three r four comments chat 
3 certain things are outside the authority of this Panel, and in 
4 reading ACR 62, the general description includes the benefits 
5 structure. 
6 I don't think that is entirely exclusive of the 
7 operations, and I'm not talking about operations as far as a 
8 paper shuffling and so forth. I'm talking from the retirant's 
9 point of view, which has to do with accessibility, has to do with 
10 the communications network. I keep coming back to that becau~;8 
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that's where I heard the most noise. 
So I think you should be careful that we say that some 
things are outside, and unless we really look at this statement, 
which says the measure would create a Panel to study the funding 
and benefits structure of the State Teachers' Retirement System. 
And I think we've got to think of that part of it as well as the 
funding. 
I I am one who has served on many, many committees in the 
!educational structure of the State of California, and we always 
I 
end up with two problems from my point of view. One is we are 
looking at the mechanical aspect of the situation. We tend to 
want to research something to death and not take any action. And 
I've been a member of those kinds of organizations. 
1
\ The other thing is that we go into the paper work very 
I heavily and not the human aspect. This is something I can help , 
I 
I a nd you will help me avoid with this Panel. Otherwise the 
1\ retirant is going to be lost out in limbo somewhere, and we've 
1: 
r . 
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1 got to keep in _mind they're the important factor. And I'm sure 
2 you all agree with this, and it's a good sounding statement. But 
3 I really mean it; I'm going to do everything I can to bring this 
4 aspect, the retirants• services and their needs are made clear so 
5 that we can do something at the receiving end. 
6 I think it's import~nt that we work on the funding, 
7 because that's the source of the services. Now, if I am told as 
8 
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a Panel member here that anything I do in that area is on my own, 
then I'm not serving the retirants, so I would like to be sure 
that when I do work with the operating staff, I am doing it as a 
function of the Panel so that I may report back some findings and 
to help the staff, not to hinder them. 
I'm an administrator myself. I know the problems, and 
I'd be the last one to fault anybody who's trying to do a good 
job. So that's my statement. 
I hope we won't exclude that aspect from this Panel. 
Thank you. 
VICE-CHAIRMAN POWELL: As an action-oriented person 
_myself, what I'd like to do at this point, if possible, is move 
~~on and skip ahead over lunch-- that doesn't mean we're skipping 
1 
lunch, but if we possibly could get to Item 8 before lunch, I 
I I think we'd all be well served, and we want to have as many 
:!persons- present as possible when we deal with these matters. 
I 
II 
'I Item 8 is a discussion of the proposed work plan, which l
1
is Exhibit B. And I would request at this time that Mr. Bird 
I! migh t corrunent on this and point out to us anything we· ought to be 
,t 
'I 
, particularly aware of with this preliminary work. j, 
II 
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1 MR. BIRD: The preliminary work plan is precisely what 
2 it says. This was the STRS staff ' s conjectt e on what they 
3 thought the things that needed t o be done to support the Study 
4 Panel were. 
5 We sort of have a beginning and an end and a whole bunch 
6 of things in the middle that need to be filled in. Hopefully 
that will be addressed by the Committee of the Whole and the 7 
8 
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individual committees in a subsequent meeting when all the 
members can have the opportunity to review all the information 
that they have, and how soon they feel they can get together 
after they have read all these things and understand all the 
things. Then we can get together with them and make the decision 
on when they would like to set up some kind of a time schedule, 
because there are some, I'm sure, pretty wild things that have to 
be brought together because of the background of the individuals 
involved. 
VICE-CHAIRMAN POWELL: Would you care to explain to us 
what you mean by "wild" in our backgrounds? 
(Laughter. ) 
MR. BIRD: They're not all too similar in their 
\ VICE-CHAIRMAN POWELL: I ' m not sure that everybody else 
11 knows that. I wanted to be sure you were clear on that for the 
II 
I! record. 1 
I ! 
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1 MR. BIRD: The concern is that because of the 
2 availability of the individuals over the next eight, or nine, or 
3 ten-month period, however long it takes, it's going to be, I 
4 think, very difficult to have a very comprehensive work plan. 
5 But something needs to be done, and I think probably the key to 
6 it, though, is what's going to be done in the next item rather 
7 than this, because that will dictate when everything is going to 
8 happen in the future. 
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VICE-CHAIRMAN POWELL: Let's go ahead and refer to 
Exhibit C, then. 
MR. BIRD: The next item is -- I believe the term for 
that is: This is where the rubber meets the road in the 
discussion of the operating budget. 
The legislative intent is that the costs incurred 
pursuant to this measure would be paid by the State Teachers' 
Retirement System. The Board, in a meeting just prior to this, 
committed the sum of $1,000 until the Committee was able to get 
together and decide what they want to do, what the time frame is, 
what support they felt that they would need that they wouldn't 
have from their own resources. And $1,000, as you may 
understand, could take the Committee through one more meeting and 
possibly through another, and that's about the sum and substance 
I I of it. 
I 
I 
i The proposal from STRS staff was to have a permanent 
staff coordinator who would be devoted to this full-time. This 
would not necessarily, and in fact most probably would not be a 
i member of the STRS staff, and that in itself may not be the 
I 
I 
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1 world's greatest idea anyway. We were thinking of an indepe11dent 
2 person who would have a management backgrou · , organizational 
3 background. I think Dr. Kludt has alluded tc this. I think we 
4 would need someone to really steer the whole operation from that 
5 basis. That would be probably cost something around $35,000, and 
6 this is strictly off the top of my head, looking at a management 
7 analyst or a management consultant over that period of time. 
8 Each committee would need some sort of support, some 
9 kind of a consultant as support. That wouldn't necessarily be a 
10 full-time job. We are looking at something like an overall, plus 
11 four consultants, either part-time or full-time, and what Mr. 
12 Cohen has committed to this point is the full-time participation 
13 of one of our staff people, Wes Hulse, who is the oracle on 
14 funding, actuarial things a~d other subjects vis-a-vis the 
15 technical side of it. He has volunteered my time for, I guess, 
16 for a while at least on this. I'm not sure how that equates out, 
1'7 but because of the other activities in which the staff is engaged 
18 now, which is I think fairly well committed. It isn't a treasure 
19 
trove where the Committee will be able to go into it and just 
20 
pull out people on the staff, so it's going to require external 
21 
people in additional to the one or one-and-a-half that we're 
22 
j looking at off the STRS staff now, unless something has changed 
'I i, since yesterday. 
23 · I 
24 
I didn't see any volunteers go up, so I assume that's 
correct. 
25 
26 il 
27 
II 
28 il 
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So, the Committee of the Whole and the other committees 
2 n<:l~d to gt!t what. they think their needs would be to carr y out 
3 what the objectives are here. And this is also assuming that 
4 these will be basically the objectives that they wish to go along 
5 with. If they want to change it, that's fine, because this is 
6 just a result of a lot of effort that was put forth primarily by 
7 Wes Hulse, who has been looking at this for 15-16 years, and what 
8 he thought in these areas. And I think the staff agrees with 
9 
10 
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him; I think he's done an excellent job on the committee 
objectives that need to be studied. 
So, the Committee is faced with, one, reviewing the time 
frame in light of what they thing the objectives are that they 
wish to accomplish and what they feel they can in the time frame 
that's available; what kind of support that they need; and based 
on this and how often they want to meet, the STRS- staff can cost 
out what the travel, and food, and lodging and all these other 
esoteric things are. But there is no way to make an estimate 
witho~t knowing some of these things first. 
VICE-CHAIRMAN POWELL: I was just going to ask -- go 
ahead. 
MR. SIMPSON: Do you envision Phase 2 being done in the 
afternoon? 
MR. BIRD: I think Wes could probably give you a better 
idea, because knowing Wes, he is extremely thorough, and I think 
that's a masterpiece of gross understatement of things like this. 
1 think he can give you a pretty good idea in the time frame of 
how much he thinks would be required to accomplish Phase 2, and I 
think it would be very helpful to have Wes' input. 
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--- . ----- --1,----------·- ·--- ----·--··------
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
50 
MR. HULSE: Mr. Simpson, I see Phase 2 basically as a 
very short process, going through and struc . ring, identifying 
the areas you intend to go into, and getting your committee 
members and any support staff you have, either the voluntary or 
professional support staff, assignments to go out and do the rest 
of the work. 
The real heavy piece of the activity is coming down into 
Phase 3, when we're talking about actually preparing papers on 
each subject, doing all the homework, examining all the 
alternatives, and preparing issue papers, having the committee 
discuss and agree on those things and bring them to the full 
Panel. 
VICE-CHAIRMAN POWELL: Is that responsive? 
MR. SIMPSON: We would then file an interim report in 
how much time? 
MR. HULSE: The interim reports can go anyway the Panel 
wants to go. I would see that report being filed no later than 
mid-April, because you've got a lot of work to do on the actual 
detailed analysis, and you've got to get the definition as soon 
as possible. 
VICE-CHAIRMAN POWELL: Wes, could you do us a favor fo r 
the record and give me your full name? 
I serving 
I 
MR. HULSE: My name is Weston Hulse, and I'm currently 
as -- I don't remember my title. 
I 
(Laughter. ) 
I MR. HULSE: Professional flunky is my working tit l e , but 
\my civil service title is Research Program Specialist. 
I 
I 
I 
! 
\; 
I 
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VICE-CHAIRMAN POWELL: Thank you. Dorothy has something 
2 she wanted to add. 
3 
4 
5 
6 
7 
8 
9 
10 
11 
MS. MOSER: Dorothy Moser. 
I have a concern. In ACR 62: 
"The panel shall submit a preliminary 
report to a joint meeting of the 
Assembly Committee on Public Employees 
and Retirement and the Senate Committee 
on Public Employment and Retirement in 
March 1984 ••• " 
I think we've been directed about our time line. That 
12 may be March 31, but it still says March. 
13 MR. BIRD: I think it's been overtaken by events, 
14 basically. 
15 MR. COX: Dave Cox again. 
16 In my opinion, the dates in the ACR 62 would be 
17 dependent upon the desires of the Chairmen of the two Committees, 
18 and I believe it to be quite flexible. Since we were pushed back 
19 in time because of the appointments, our latest completion date 
20 could be as late as early Spring of '85; that's completion date. 
21 That would still allow legislation to be introduced and forwarded 
22 ij in '8 5. I 
23 I I believe you would find the Chairs would be very 
24 
I 
1 flexible from hearing from the Task Force or the Panel as far as 
25 any dates specified in the Resolution. 
26 i VICE-CHAIRMAN POWELL: Did you have another item? 
:: II 
II 
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1 MR. COX: Madame Chair, if I could, I would like tn 
2 address the comments of Mr. Simpson. 
3 Dick , in my estimate, Phases 2, 3, 4, and 5 are directly 
4 dependent on the last item in Phase 1. Unless the Panel can get 
5 
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together as a result of the meeting of the subcommittees, a 
defendable budget that can be presented to the STRS Board on 
March 23rd, and have that budget in such form that the Board 
would be comfortable with it, I think the success or the fail .ure 
of the Panel will be directly dependent upon the actions of the 
STRS Board at that meeting. 
So, I'm not too sure to what extent you could actually 
pin down any of the items in Phase 2, 3, 4 and 5 until we see 
what sort of budget the Board would provide the Panel. 
In my opinion, the next three weeks will be as important 
to the Panel as any time thereafter. 
VICE-CHAIRMAN POWELL: Mr. Docter. 
MR. DOCTER: I guess I'm concerned that we're 
endeavoring to put together a budget that must be approved within 
I a two to three week period here when we don't even know the scope 
I 
of what we want to do yet. 
Is that realistic, or are we hung to that on the same 
kind of time tables, or do we also have the flexibility you 
I 
talked about a bit ago? I think we would be extremely 
shortsighted if we tried to force through some budget based upon 
I I some unknown set of criteria or unknown set of benefits or 
I 
funding alternatives that we wanted to address. I think it wou ld 
, look foolish. 
i 
i 
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MR. COX: Sir, in our opinion, we had planned that the 
subcommittees could meet prior to the March 23rd meeting of the 
Board and report back to the full Panel as to what the sub-
committees thought the budget could entail. 
The alternative to this is to address the issue at the 
April meeting of the STRS Board. That, however, would put us 
further in arrears one month. So that's why we were shooting for 
the March 23rd date. We were hoping the subcommittees could meet 
once or possibly twice and report back to the full Panel·prior to 
the 23rd of March meeting. 
MS. CURTIS: Since it is impossible to know exactly what 
we're going to have to do until we get into it, is it within the 
realm of possibility that we would submit what we think will be 
our budget, and that should we find that it's going to take more 
than we thought, be able to submit an amended budget? 
MR. COX: It's certainly in the realm of possibility. 
MR. BIRD: May I take this? 
There are two parts to this, I think. I think we get 
deluded. The first one is that in my 18 plus years with STRS 
I . 
l we•ve never had a budget that went to the Department of Finance 
I that was perfect, and I doubt if they've ever receive one. But I 
think we need as close an estimate as possible in this fairly 
I short time frame. 
I 
And concomitant to that is we have to get permission 
from the Department of Finance to let us spend the money. We 
have money in a couple of categories within our budget in 
I 
,1 unallocated funds, but I believe at the Monterey hearing the jl 
I 
I 
I 
II 
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1 Department of Finance did make a commitment that they would 
2 not in these specific terms -- but if we net ed it for this, 
3 according to ACR 62, that they would look with some favor on our 
4 approaching it this way. 
5 But what they would like to have, which I think is 
6 obviously quite correct, is we would come up with a budget that 
7 would be defensible and justifiable before they would approve our 
8 spending this money, unless they've changed. 
9 (Laughter.) 
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DR. KLUDT: Ms. Chairman. 
Of course a very important part of this is the pricing 
out of the various items. And is the subcommi te€ expected to do 
this? No, that's an important thing to know. 
The other thing is, there are two ways we can run this 
project: one is that we can do it by project; or we can do it as 
a line item type thing, and I don't know what the plan is on 
that. 
MR. BIRD: Obviously, as I mentioned earlier, I think 
the primary cost we're talking about would be in staff to support 
the overall committee, and then travel, food and lodging. And if 
we know how many people are going to participate in a meeting, 
then these can be --
DR. KLUDT: Okay, that would be line item, then. 
MR. BIRD: Pretty well, yeah. That's -- I think in 
general terms , that's what they would be looking for, really. I 
don't perceive that as a particularly difficult figure to arrive 
at. 
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1 DR. KLUDT: The most important thing is setting the 
2 objectives and target that we want to achieve, and then they can 
3 be thrashed out. 
4 MR. BIRD: Right. And when -- no, you're in a little 
5 bit different area, I think. 
6 DR. KLUDT: You're talking about general administration 
7 price. 
8 MR. BIRD: Right, I'm talking about administrative, and 
9 you're talking the cost would come from our actuary on what these 
1o various alternatives would be, and I think we would probably have 
11 to go back for a revision in our contract with the actuary, but I 
12 doubt seriously if the altruism has set in with him on that, 
13 because it would take some time. And I have no idea what that 
14 would be, and I don't think Wes would. 
15 DR. KLUDT: I understand. Thank you. 
16 VICE-CHAIRMAN POWELL: Newt, can I just make sure I've 
17 got something clear? 
18 What you saying, then, is that if in fact you could get 
19 the subcommittees to meet and to put together what they foresee 
20 as their needs in terms of staff and how many people would be 
21 attending these meetings, give that to you, that would not be a 
22 difficult budget to put together to have for the Board on the 
23 23rd? 
24 MR. BIRD: No, I think we could do that. And assuming 
25 at the same time that they would have reviewed all this material, 
26 and agreed that these are the alternatives that they should be 
27 l ooking at while they're doing their deliberations. With those 
28 
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things in mind, and they have an idea, hopefully, that they would 
want to get together and that they could ge• together, and then 
we could price those out. And based on th~ 0ojectives of the 
ACR, I think all these objectives are in here now, meet that. 
VICE-CHAIRMAN POWELL: But it seems to me that what 
we're talking about is something relatively mechanical here. 
MR. BIRD: Yes, right. 
VICE-CHAIRMAN POWELL: It's not terribly complicated. 
MR. BIRD: No, no. 
VICE-CHAIRMAN POWELL: Just so the committees can tell 
you what they need and how often they need to meet. 
MR. BIRD: Yes. 
VICE-CHAIRMAN POWELL: Okay . Just speaking from the 
perspective of the Board, I know when we allocated the original 
$1,000 to hold this organizational meeting, there certainly was 
discussion as to whether or not and how much money should be 
allocated. 
Let me review some. There was a question raised as to 
where legally we were coming from and the ability to fund this, 
and that has been resolved by our legal staff, so that's not a 
question to us. 
Certainly, I'm sure that the Board on the 23rd, if 
that's when we do present it and I hope we can, will want to see 
exactly what we're talking about; a very specific kind of review 
of where the money ' s going to go. 
But you're telling us it's not real hard to do. 
MR. BIRD: No, I don't believe so. 
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1 VICE-CHAIRMAN POWELL: Rick, did you have a ~ornment? 
2 MR. COHEN: Yes, just to amplify a little bit on what 
3 Newt said and to answer one of the questions a little bit 
4 further. 
5 I think it's absolutely necessary that the Panel start 
6 cooking with gas as soon as possible. And therefore, .it is 
necessary to get together at least the initial budget. 7 
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Now, it will be the job of staff at STRS to review and 
forward to the Board of STRS, and then the Board to consider, 
whether that budget in amount and in scope is consistent with the 
carrying out of the Board's and the staff's fiduciary obligations 
vis-a-vis the System. 
Presumably, the tasks assigned will all come within the 
scope of that which is in the interests of the System, and 
therefore those things can be approved by the Board. 
If, as the process of analysis of the various issues 
before the Panel, if as that process proceeds it becomes 
necessary, for instance, to hold two extra meetings to consider a 
particular issue, then what you're doing is, again, you're 
saying: Well, we didn't realize that in the first place, but now 
in order to adequately carry out the task we have, we've got to 
modify the budget. And I would imagine at that time staff would 
! look with favor upon that and recommend it up to the Board 
i favorably, and then the Board would consider it, and then Finance 
would consider it, and so forth. 
So, the point being that there is room for amendment 
1 later, but there's move for a lot of slack in the beginning in 
I getting this thing on the road. 
·-·-------------------·--------·-------·-···-··-··,· 
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1 VICE-CHAIRMAN POWELL: Is there anyone else wishing to 
2 comment at this point on this item? Yes, Do =· 
3 MR. COX: Just one further comment. In putting togethe r 
4 the Exhibits B and C, we also took into consideration the 
5 possibility of the Panel receiving assistance from outside the 
6 immediate staff of the legislative committees or STRS. Possibly 
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assistance from Cal-Tax, CTA, AFT, Retired Teachers, or other 
interested parties. 
How we plug that into the budget I do not know, but 1 
know there is an awful lot of assistance that this Task Force can 
draw from in the private sector and other public employment. 
VICE-CHAIRMAN POWELL: I certainly think we heard a 
number of offers today to do precisely that. 
Are we comfortable with the idea that we will attempt to 
have the subcommittee meetings, and have the budget on the March 
agenda of the STRS Board meeting? 
Jim. 
MR. SLIVKOFF: Jim Slivkoff. 
Who is going to call the subcommittee meetings? 
VICE-CHAIRMAN POWELL: What we had envisioned at this 
j point, that was a comment that I have a note on here, is to 
lj suggest that during the lunch break that the subcommittee members 
1could get together and take a look at calendars so that they 
I ! could begin to see when they can function together. And I really 
think it would be a matter of how the calendars of subcommittee 
members look more than anybody sitting down and saying: We're 
\ going to meet X number of dates. 
L 
!! 
I 
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So, what we had thought we would do is ask during the 
lunch break those people on the same subcornrni.ttees would try to 
seek each other out and look at the possibilities, and then when 
we come back in the afternoon, perhaps 
MR. SLIVKOFF: When I look at a minimum of two meetings 
before March 23rd, and there has to be at least two of each sub-
committee to even get their feet wet, and organization alone 
takes that much time, but you have to get some considerable info 
from the staff and other sources in order to delve into the areas 
of interest in order to come up with any kind of cogent items for 
discussion. 
VICE-CHAIRMAN POWELL: I'm sure you'll notice that 
Committee I on funding is the Committee of the Whole, and every 
member of the Task Force is on that committee, s·o that would be 
at the call of the Chair based on what we know about everybody's 
schedules. 
In terms of the other three subcommittees, it seems to 
me the way to do it, as I said, is see how much we can get just 
talking to each other as to who's available when, and then 
coordinate it through your office in terms of sending out notice, 
or whatever. 
MR. COX: One suggestion that has been made is that 
;!subcommittees II, III and IV meet once independently, and a 
Committee of the Whole meet, say, a week before or four or five 
days before the March 23rd meeting. And at the same meeting, the 
subcommittees II, III, and IV would then be able to have their 
! 
I second meeting. 
'· 
And in the afternoon of that day, the Panel 
i 
I 
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1 could convene and adopt whatever recommendations the sub-
2 committees came up with. That would give y. two subcommittee 
3 meetings before March 23rd, if you are shoot~ng for the 
4 March 23rd date. 
5 But the offices of Chairman Elder and Senator Deddeh are 
6 completely at your disposal, as is STRS. So, whatever we can do. 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
VICE-CHAIRMAN POWELL: With that plan, it would mean 
that we'd only have to find two days between now and then where 
people could commit time. Only two, she says. 
Dorothy. 
MS. MOSER: Dorothy Moser. 
A couple of years ago, I served on a comzni ttee that 
dealt with funding for schools. And we started out, and it was 
to be a committee that met over a period of about six months. At 
the end of 18 months, when we had almost completed our task, 
Prop. 13 was passed, and so we had to go back to the drawing 
board. 
I believe that if we are going to do something that is 
helpful to the System, and helpful to the members, that we cannot 
l drag our feet. I believe that Mr. Cohen was exactly right; we 
I I have to start cooking with gas. We have to move; we have a task 
J before us; we have to make a plan; we have to finish our task. 
We do not need to meet forever and ever, discussing ethereal 
! things where there's no action connected with what we are to do. 24 . 
,,) And my feeling is that a number of members of this 
25 
26 
!I committee feel that it is important that we move forward, that we 
!! expedite the work of this Panel. It is not to be a lifelong 
27 I 
il comrni tment to a Panel. 
28 jl 
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VICE-CHAIRMAN POWELL: You mean it's not to become our 
own encounter group? 
Okay, if I can take a stab at stating a consensus before 
we break for lunch, I believe the consensus is that we will in 
fact move forward with our attempt to propose a budget at the 
Teachers' Retirement Board meeting on the 23rd of March; and that 
over the lunch break we'll try to seek out any persons on our 
subcommittee to come up two possible dates for the group, and 
then later in the afternoon we might try to set those for sure so 
everyone knows what our schedule is. 
Then I would just note before we break that at a time 
certain, at 1:30, Mr. William Hamm, a legislative analyst, will 
be here to report to us. 
So, I suggest that we could recess at this point to be 
back for that presentation at 1:30. 
(Thereupon the luncheon recess was taken.) 
--ooOoo--
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1 AFTERNOON PROCEEDINGS 
2 CHAIRMAN ELDER: I'd like to thank udith Powell for 
3 presiding in my absence as I went down to lh~ Ways and Means 
4 Committee to hear Mr. Hamm talk about the budget. And I got 
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there, and as is the way some things happen around here, I was 
just in time to see us adjourn. 
But I was able then to go and discuss with the Speaker 
and other members of the Legislature who do we like after Alan 
Cranston, so it wasn't a total waste of time. 
In any event, with that explanation as to my absence and 
why Mr. Hamm was not able to be here at another time because he 
was at a meeting that was subsequently cancelled, I would like to 
have the legislative analyst come forward and his staff members, 
who are to be co-presenters in the opening remarks. 
Mr. Hamm. Did you get my note, by the way? 
MR. HAMM: I got your note in the mail today. 
CHAIRMAN ELDER: Wonderful. Try to be brief and to the 
point. 
MR. HAMM: First of all, I'd like to you to know, Mr. 
Chairman, that my staff tells me I've never been more eloquent 
than I was in Ways and Means Committee. 
(Laughter. ) 
MR. HAMM: I've often been less eloquent. 
CHAIRMAN ELDER: I'm glad I was there to not hear it. 
(Laughter.) 
MR. HAMM: Mr. Chairman and Ms. Vice-Chairman, thank you 
for giving me the opportunity to meet with this Panel as it 
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begins its most important task, a very difficult task as I know 
you appreciate fully. 
In our analysis of the Governor's budget, we made 
several recommendations about the State Teachers' Retirement 
System. I'd like to briefly summarize these recommendations, 
hoping that they will provide food for thought for the Task Force 
and give you something to think about, and some options to 
consider as you set about your most important task. 
Our first recommendation, and I'm sure the most 
controversial recommendation, one of the most controversial we 
have in the entire 2200-page analysis, is that this Legislature 
consider terminating, on a prospective basis, the existing state-
administered Retirement System for teachers, and instead, allow 
local school districts to take on the responsibility of providing 
this fringe benefit directly to their employees. 
Now, I want to make something very clear at the outset. 
Were the Legislature to adopt this recommendation, and I don't 
have any illusions about that at this point, but were the 
Legislature to adopt this recommendation, it would not in any 
way, shape or form jeopardize the payment of benefits that have 
already been earned by members of the STRS. The System would 
continue to make good on the pension promises that it has made 
1 over the years. 
I 
Nor would approval of this recommendation put 
teachers at a disadvantage in providing for their retirement. 
What this recommendation does seek to accomplish is to 
wipe the slate clean and to reestablish retirement programs for 
teachers that are at once responsive to the needs and 
I ---- ---- ----------------- ---- ----·--· -·---·------------------------------------- .. --- --· ---
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1 requirements of individual districts and their employees, and 
2 secondly, that are adequately funded. 
3 Now currently, the Teachers' Retirement System is 
4 neither. It can't be responsive to the individual needs of local 
s districts and their employees because it is uniform for all 
6 employees and districts statewide. And as everyone in the State 
7 of California knows, it is not at this moment adequately funded. 
8 Among the reasons it's not adequately funded is it's very 
9 difficult to do that, put it on a sound, actuarial basis, within 
10 the confines of a uniform System, and given the limitations 
11 imposed by Article 13(b) of the State ' s Constitution which 
12 requires the state to reimburse districts for any mandated costs. 
13 I want to also stress that in making this recommendation 
14 that the Legislature consider terminating the STRS, we are not in 
15 any way implying, first, that the STRS, or the Retirement System, 
16 is poorly managed or not; secondly, that the retirement benefits 
17 provided to teachers are too high or too low. That's irrelevant 
18 to the basis for our recommendation. Or, that their compensation 
19 lis too high or too low. 
20 
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What our recommendation recognizes is simply the fact 
that currently districts and their employees, through collective 
,! negotiations, determine not all but almost all of the terms and 
I 
I 
~ conditions of the employees' employment. Those negotiations 
1 determine wage levels, salary levels, fringe benefit levels, 
/ almost everything except retirement benefits. And we think that 
retirement benefits can effectively be left to local school 
districts and their employees to settle through the collective 
······-·--------·-··--------------·--·--· -------·····--------·--··--·--·-------·-·· -·----
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1 bargaining process that the Legislature has established by state 
2 law. And that the state's role can be limited simply to assuring 
that the districts fund whatever retirement system they agree to 3 
4 
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set up for their own employees on an actuarially sound basis so 
that at some later period future taxpayers won't be caught in the 
bind of having to pay off pension promises for which there are no 
assets. 
We hope that this Panel will examine the advantages and 
disadvantages of ending the state's direct management of teacher 
retirement benefits. We are going to continue to examine those 
advantages and disadvantages. And that when you've completed 
your examination, you'll inform the Legislature of your findings. 
The second recommendation that I'd like to lay before 
this --
CHAIRMAN ELDER: Senator Deddeh would like to ask a 
question. 
MR. HAMM: Of course. 
SENATOR DEDDEH: I read quickly your report, and on this 
point that we're discussing, wipe the slate clean, assuming we 
were to adopt your recommendation, that the Legislature did that, 
I who is responsible for the $13-15 billion unfunded liability? 
How do we handle that? 
j MR. HAMM: Well, that would have to be something that 
jj you'd have to address, and you'd have to make that decision. 
I would suggest, Senator Deddeh, based on how you assess 
the liability of the individual employers, the 1100 school 
districts out there that are indeed the employers of the members 
of this System, and the state's liability. 
---·-·--·-- ___ .. ___________ --··----·--
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1 And I would suspect that your conclusion probably would 
2 be that the liability is shared between the tate and the 
3 employer. In what proportion I can't say. 1 think this would be 
a very difficult determination to make. You're going to have to 4 
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make it anyway. 
SENATOR DEDDEH: Would there be a possibility for a 
reputable person, like your office and you, Mr. Hamm and Cal-Tax, 
-- and I will say that to Cal-Tax -- and I throw that for my 
colleagues to eventually explore: since teachers deal with the 
most precious possession, and I'm not dramatizing to make a 
point, the most precious possession we have and that's our 
children, the future generations and so on and so forth, I am 
also told by the experts that we need between $450-500 million 
for the next four years to retire the unfunded liability, unless 
the information is not accurate. Let's say for the sake of 
argument we did that. 
Would it be out of line if this Panel would recommend to 
the Legislature to push for a Constitutional amendment to have 
one-quarter of a cent sales tax set aside for 50 years. A 
quarter of a cent of sales tax in today's dollar yields 
approximately $400-500 million. So, let's say $500 million; that 
would take care of our unfunded liability maybe not even in 40 
1 years, maybe in 30 years with $542 million. 
II Is there a possibility that such a recommendation coming 
I 
from you, throw it in the hopper for the purpose of discussion, 
or is that a no-no? 
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1 MR. HAMM: Well, that's basic fundamental policy 
2 decision, Senator Deddeh. And I don't think I'd feel comfortable 
3 making that recommendation for a couple of reasons. 
4 The unfunded liabilty that exists right now is not 
5 attributable to services that have been provided to today•s 
6 taxpayers. It's not attributable to services that will be 
provided over the next ten or fifteen years, or whatever period 7 
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of time this quarter percent sales tax was in effect. 
It's attributable to services that have been rendered as 
far back as the 1920s. And how you allocate the responsibility 
for paying off that unfunded liabilty, there's no good analytical 
basis to do it. 
I can't make a case, for example, that in 1984 it is 
today's taxpayers that have to bear the burden of both paying for 
the services that their children are now receiving, or the 
state's children are receiving, plus those services that were 
provided in the past. 
I guess it is a policy decision. It's certainly an 
option which you can consider. I know this Legislature is 
extremely concerned over the size of that unfunded liability, _ as 
is your Legislative Analyst's Office. 
And one of the things that I wanted to lay before you is 
not a solution to that problem, but a means of keeping it in 
bounds and addressing what, with all due respect we think, is a 
I more pressing problem, which is not the unfunded liability, but 
1
1 
the fact the System is not receiving adequate money, year in and 
I year out, to cover the retirement benefits that are being earned 
~ by members of the System in those years. 
I 
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1 It ' s the difference between a cumulative deficit and an 
2 annual deficit. And what our pitch is in t, · analysis and what 
3 I'm prepared to suggest to this Panel is that the first priority 
4 of those participants in the System, the three -- the state as 
5 the principle funder of it, local education services in 
6 California; the districts themselves; and the employees -- should 
give first priority to funding normal costs: those costs of 7 
8 retirement benefits that are being earned in a given year. In 
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1984-85, the level of benefits earned by active members of the 
System will be $800 and some millions. Your first priority ought 
to set aside -- ought to be sure that enough money is set aside 
to cover those. 
Once you've done that, if you also for reasons of the 
state's bond rating or for any other reason want to then whittle 
away at the unfunded liabilty, then that's certainly worth doing 
and talking about, although as I say, I can't give you an 
· analytical basis of who ought to foot the bill. 
Until you've got the normal costs being paid for, it 
seems to me that trying to get the unfunded liability down is in 
some ways self-defeating because so long as there's a gap between 
normal costs and revenues to the System, there's new unfunded 
liabilities being generated year in and year out. 
I don't know if I've responded to your question 
satisfactorily. 
SENATOR DEDDEH: You did. But at the same time, let me 
1
also counter that argument by saying to you that you were not 
I 
~around when this Legislature, in 1972, took cognizance of the 
!! 
l . 
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fact that we had about $4 billion unfunded liability, or 4~ 
billion at the time. And under the Reagan administration and · 
Captain Barnes came the legislation. We were aware that the 
System began in 1920 somewhere; we were aware that the school 
districts did not pay their fair share; we were aware that the 
teachers contributed little; we were aware that the state did not 
live up to its commitment. All these things we were cognizant 
of, and notwithstanding all these facts, the Legislature in 1973 
or '74 said: All right, let's do it. We did it. We put for the 
next 30-35 years $135 million, and everybody said "Amen! we've 
got the solution now, and everybody can go back home and relax." 
Only to discover two or three things, and I'm not refreshing 
anybody's memory, but I think it should be said publicly by those 
of us who are elected. 
One is the school districts for about four or five years 
did not pay their share. The teachers did, but the districts did 
not. 
This state government, and I will not identify the 
villains, but we did not put our cost of operation, we did not 
contribute, and it was seen fit by some that on occasions that we 
could not balance the budget, we'd balance it on the backs of the 
retirees. And I'm not making a political speech, and I'm not 
blaming any administration. Both sides have practiced that. 
Right or wrong, it was done. 
You may have been here when a Senator on the Senate side 
and Wadie Deddeh on the Assembly side carried about 11 overrides. 
MR. HAMM: I was sitting next to you. 
70 
1 SENATOR DEDDEH: You were sitting next to me. Eleven 
2 · overrides in one afternoon. 
3 MR. HAMM: That I remember very well. 
4 SENATOR DEDDEH: And so, this is not a partisan issue. 
5 We've got before us a tiger, and we've got that tiger by the tail 
6 and we cannot let go. We need your help. 
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And I threw that for the purpose of my colleagues to 
listen to the quarter percent, or even one-sixth percent, some 
kind of issue for us to dialogue about. 
MR . HAMM: Well, one of the ways that you can keep the 
tiger from growing, you've got it by the tail and there's nothing 
you can do about that. I mean, you've got a problem to deal 
with. 
You can appease the tiger a little bit, or make him less 
ferocious, or her, if you do a couple of things. If you get rid 
of -- you phase out the STRS as far as the future is concerned 
and simply limit it to paying the benefits that have been 
accrued. The state and, perhaps at your option, local school 
districts are going to have to chip in some money, year in and 
year out, until the last member of the STRS is no longer earning 
benefits. 
S'ENATOR DEDDEH: Mr. Hamrn, the school districts' source 
of income comes from two places: 85 percent comes from 
Sacramento. 
MR. HAMM: A pretty big percent. 
SENATOR DEDDEH: And 15 percent is local. You know and 
know that school districts have their hands tied because they 
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cannot anymore go to a tax override applied to local property 
tax. You can't do that ·thanks to Proposition 13. And I'm not 
saying whether that was wrong or right. This is a fact of life; 
we're all living with it. 
How do you go around that? That is why I suggested that 
perhaps, to have something to talk about, if we can, all of us, 
in a consensus basis say: Maybe a quarter percent of sales tax 
over the next 20-25 years assigned strictly for retiring this 
amount and paying whatever it is we're supposed to pay, so that 
nobody bothers the Governor anymore or the Legislature, or 
anybody else. We know exactly that we're collecting X number of 
dollars, gathered from this hand and going to this place, 
assuming that my preaching is something that somebody's going to 
listen to. Nobody will, but I'll throw it anyway for discussion 
eventually. 
MR. HAMM: Senator, I think that the advantage of your 
option is that if the Legislature decides that it wants to 
increase the amount of money going into the System in order to 
get the unfunded liability down, this is a way of financing it 
without forcing existing programs to have to be pared back in 
order to free up the money. It would augment the revenues. 
Now, whether or not that's a preferred course of action, 
that's not something that I have an analytical basis that would 
be much good to you on, but it certainly is an option. 
CHAIRMAN ELDER: In that connection you might look at 
the the proposal by a Member of the State Board of Equalization, 
which would plug essentially the same amount of revenue in by 
-········-"····-··· ... ·······-! ·--··--· ---·----··--··-------·--·-------·---.. ····-· -·--·----·-.. ---·-------~- ... ·. 
72 
1 closing certain loopholes, and you could effectively, instead of 
2 lowering the tax rate by a quarter of a per• ntage as he 
3 proposes, if you close the loopholes you could then dedicate that 
4 quarter cent. So, that is another variation on the alternative 
5 that Senator Deddeh considered. 
6 I think in terms of where I have sat for a little over a 
7 year now that there are about three major possibilities: you can 
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increase the yield on the $10-11 billion in the fund by 4-5 
percent, which to me is achievable, and we have been told by some 
staff people that that solves the problem in terms of the 
unfunded liability forever~ that's one thing that's not going to 
be done overnight. 
Another would be to perhaps do as they do in PERS, and 
that is to give the STRS people the ability to set the rate for 
districts, individual districts, as is done under PERS. PERS 
sets the rate for the contracting agency under PERS. 
Now, that is essentially tantamount to doing what you 
suggested. 
MR. HAMM: That's right. 
CHAIRMAN ELDER: However, it is an insurance policy 
against the more oppressive possible practices of some of the 
J 1100 school districts that might be able to grind a very fine 
Ideal in terms of their perspective, which I kind of wonder about, 
since they don't have the taxing problem any more anyway. But 
i they may, because they're overtrained in terms of negotiations 
grind the teachers right into the ground, or they may put it : just 
r· 
in a bad pool, and they may lose more than the $2 billion in 
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bonds that STRS has lost over time, and wind up with a few to 
2 several hundred, perhaps, school districts where the fate of 
3 those teachers is subject to the whims of those of us who are 
4 left to pick up the marbles at that point, whoever that might be. 
5 It certainly won't be me. 
0 But the fact of the matter is that there are at least 
7 several options. One of yours that I think is well worth looking 
8 at in terms of Senator Deddeh's proposql. I would tell you that 
9 my concern would be that fact that several districts might be 
lO more repressive, may be terrible in investments. That expertise 
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is not generally available in the world, and others may do 
extremely well, which is another question which I just throw out 
for your further consideration, is how does this deal with the 
Serrano problem in terms of how do we equalize that kind of 
thing, which is clearly beyond the parameters of our ability to 
control? 
So I think it is well to stretch our minds and just look 
at all options. And I am pleased with the boldness, in the sense 
that it is bold, but I wonder, you know, really what kind of 
checklist you put on these: the creativity of whoever thought 
this up before you advance it. Because it seems to me I can just 
! check off three or four major stumbling blocks which perhaps I 
I should discuss with the staff person personally and make sure 
I 
:Jthat that's ground into your further analysis when you're 
II presenting it. 
I! MR. HAMM: Mr. Elder, on that point, I think that we 
!! chose our words very carefully in the analysis, and I've chosen 
i them very carefully today. And that is that you consider this. 
j 
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As you know, when we think we have a real good idea, we 
don't say "consider"; we reconunend that you 1o this or not do 
that. Sometimes you agree, and sometimes you don't. You're 
always right because you're the ones who've been elected to 
represent the people. 
Here, we think we have something that certainly is worth 
thinking about. Whether there are any holes in it that would 
blow it out of the water or not, we couldn't come to you and say: 
This is sound; there are not flies in the ointment, and therefore 
we think it's worth considering. 
We're considering it. And we are conscious of such 
things as the requirement of the Serrano decision, and the 
implications of, for the budget, of having to be practical and 
pay off the benefits under the old STRS program if you were to go 
in that direction. And we're also aware of the fact that when 
you have 1100 anything, whether school districts or anything 
else, you're going to have some diversity. And in some cases you 
may like the results, and in some cases you might not, and this 
is something that you have to do all of the time, and that is 
weigh the local control and local flexibility against the desire 
for certain minimum standards and uniformity. 
I will say this, that whatever you do, if you do allow 
local districts to play a greater role in designing, and funding, 
and administering retirement systems, by no means should the 
state remove its presence from those retirement systems. The 
same is true for those retirement systems that cities and 
counties administer under the 1937 Act, or what have you. 
75 
Because, if they do, to put it bluntly, screw up, those who are 
2 left out in the cold are going to buy a P.S.A. ticket to come to 
3 Sacramento and approach you for the money. You know that, and 
4 everybody else knows that. 
5 And as a consequence, to protect the interest of future 
6 taxpayers, there has to be some review and oversight, as indeed I 
7 think the state has been moving in that direction by giving the 
8 State Controller resources to audit and review the financial 
9 statements of retirement systems throughout California. That's 
10 got to be done if districts are going to have a greater role. 
11 It doesn't get to your point that some districts may be 
12 more effective bargainers, and may be able to drive a bargain 
13 that is not as good as another district's. That may happen on 
14 the salaries side. It may be that some teachers come up short, 
15 whereas the tables may be reversed in other districts and 
16 teachers may get more than perhaps the market conditions would 
17 justify because they're such good bargainers and the school board 
18 is not. 
19 But the diversity is indeed a problem, and we continue 
20 to be thinking about these. Maybe at some point in the future 
21 we'll drop the word "consider" from our recommendation, and 
22 recommend that you do it. I don't think we're ready to do that 
23 right now, and that's why we put it precisely in that context. 
24 CHAIRMAN ELDER: Mr. Hamm, thank you on that point. 
25 
I 
l think that consideration is certainly fair game and this is the 
proper forum for us to do that. 26 
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I would wholeheartedly agree, I think we need a 
commission on pension debt in the State of lifornia. And if we 
can get this behind us, I made a very bold pLediction at lunch 
that we would in '84-'85, that we consider the establishment of a 
California pension commission to make sure that all pension 
systems, whether they're teachers or whatever, are under some 
kind of review and we have plans on file on how they'll resolve 
their actuarial unfunded liability before they augment any 
pension benefit whatsoever. 
So, those kinds of things are in the wind, and I 
appreciate your comments because they're right on the point. 
DR. KLUDT: Mr. Chairman, could I ask one quick 
question? 
CHAIRMAN ELDER: You certainly can, after Mr. Docter 
does because he's on the list. 
DR. KLUDT: I'm sorry, I didn't see that. 
CHAIRMAN ELDER: You'll be next. 
MR. DOCTER: Mr. Hamm, perhaps because I'm a school 
board member I'm a little slower than most --
MR. HAMM: I doubt that. 
MR. DOCTER: You have just told me that the current 
level of required funding for the benefit programs and are 
potentially in place for teachers are not funded by the 
contributions nor the growth of the fund. 
And we have also just gone through the process that says 
that school districts are funded principally by an average daily 
I attendance, and this type of a funding, and it comes from the 
state with little or no opportunity to increase the funding. 
I··· .... -----· ----------------------------------------------------------------------------------- ___ .. ______________ .. __ ...... 
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1 I guess I'm just having a hard time understanding what 
2 the benefit of splintering one problem into 1100 problems is 
1 going to do, short of decreasing the amount that can provided in 
4 terms of benefits so that they could be funded on a current 
5 basis. 
6 MR. HAMM: Let me answer your question this way, Mr. 
7 Docter. 
8 I think that one of the benefits would be that there 
9 1could be more diversity of a desirable type in the retirement 
10 systems that are out there. One of the problems that we have 
11 identified has nothing to do with the State Teachers' Retirement 
12 System. It does very much have to do with fringe benefits 
13 provided to a lot of people in this room to stay employees, is 
14 that when you have a single system, it may be responsive to some 
15 people's needs and not to others. And that's indeed what we have 
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with the STRS. 
It might be the different districts and their employees 
might opt for a different combination between, for example, 
initial benefit levels and inflation protection. They don't have 
that option right now so long as they're locked into STRS. 
That's one benefit. 
Now, the other -- I tend to agree with you that however 
I retirement benefits are financed, either the ones that are being 
I earned today or the ones that were earned back in 1920 and 
I' 
11 haven't been paid for yet, however they're financed, most of the 
1 money if you trace it back far enough is going to come out of the 
11 State Treasury, because as Senator Deddeh established, they don't 
II 
·-··-- -·--··-- ... -·---. -- ----- ·- --- .. -~----
78 
1 have any other option. They don't set any of their revenue 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
levels. 
Now, whether or not the state chooses to provide that 
money directly for unfunded liability, for normal cost of 
retirement systems, or indirectly through the school 
apportionment mechanism, provided this doesn't run afoul of t he 
Serrano v. Priest decision, and we certainly have not stamped 
that out, I can see some advantages to doing it through the 
general apportionment mechanism, because then the state wouldn't 
in effect be providing more for retirement for some districts, 
those districts that have higher salary levels, than it's 
providing to other districts ~here the salary levels are lower. 
It wouldn't necessarily be underwriting costs over which 
it has no control, but the recipients of the money do. Now, that 
might indeed be advantageous. Again, I don't want to put this 
issue in the context of teachers being overpaid or underpaid. 
But I can see some advantage in the state wanting to be neutral 
and figuring out: here's what it costs to educate one child for 
one year, and this is the revenue limit that we're going to fund 
to make up the gap between local property taxes and the revenue 
limit; if the district wants to provide a more generous cost of 
living adjustment to the employees than what other districts are 
providing , that's fine, but that doesn't necessarily bring forth 
a greater contribution toward retirement benefits from the State 
of California. 
We have a similar funding mechanism in the 
administration of county welfare programs, where we have a 
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1 limitation on the amount of cost of living adjustments that the 
2 state will help und~rwrite. It will underwrite up to a point, 
1 but beyond that, if the county wants to grant more generous 
4 increases, the county has to swallow the full cost. 
5 So again, there are a lot of different ways that it 
6 could be done, but I would tend to agree with you; if you track 
7 the money back far enough, you're going to find that it was 
8 collected by the Franchise Tax Board, or the Board of Equaliza-
9 tion, or some such entity, because local districts are really not 
10 in the fund raising business anymore. 
11 CHAIRMAN ELDER: Okay, on that note, Dr. Kludt. 
12 DR. KLUDT: Just a quick question from the point of view 
13 of a retirant and future retirants. That's who I represent. 
14 If you get the state out of the retirement business, 
15 which I don't think the retirants would object to, would it be 
16 possible to also legislate the option of not taking the local 
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retirement plan? We are now forced to take retirement. 
If that would happen, I think it would solve a lot of 
problems, because most retirants have to supplement their 
retirement with a tax-sheltered annuity anyway, and they get a 
much better deal, unfortunately~ 
thing that also the retirants themselves had the option of using 
!whatever form of retirement they want? 
I 
I 
I 
_____________ ., __ 
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1 MR. HAMM: I think that certainly wou ld be possibl e . As 
2 a matter of fact, we do that for legis l ativ employees. I don ' t 
3 even know whether my colleagues here are members of the Public 
4 Employees' Retirement System, but all new employees in the 
5 legislative branch have that option of joining or not joining. 
6 If they don't join, they forego the state's contribution, but 
7 they may be able to strike a better deal with an I.R.A. or 
8 something else. 
9 So, it seems to me that would certainly be something 
10 that I would look with favor on. As a matter of fact, another 
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recommendation -- not to do something, but to consider something 
--which also came out of these same fertile mind& here, is that 
the Legislature take a look at so-called cafeteria plans for 
fringe benefits for state employees so that, maybe not in the 
retirement area, but in the health insurance area if you've got a 
husband and wife both employed by the State of California, they 
both don't need the same health care. And they would have some 
flexibility in designating the benefits they are to receive, and 
I would think the same would be appropriate for local school 
employees. 
DR. KLUDT: I hope you believe me that there is much 
J resentment on the part of the retirants that they are not given 
the option. And it would solve some of the budget problems, too, 
if they were in with an insurance company. 
CHAIRMAN ELDER: If I may pose the most obvious 
,)objection to that line of progress, if it's to be called that, I 
I might for the record state that I don't belong to the Public 
l 
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1 Employees' Retirement System, and I don't belong to the 
2 Lr·qislators • Retirement System. So, comments to the effecc. of 
3 the cost of living and so forth should not be directed to me, 
tl i H-~ci\US ( ' r don't bf'long. But we do have t-he optjon. 
5 I would say this, that while we fractionate the problem 
6 into 1100 districts considering your proposal, we fractionate the 
7 problem into hundreds of thousands of problems as individual 
8 retirements are concerned. Some people, frankly, are not able 
9 
because of adversity in their life or whatever to be able to 
10 ~anage their accounts and their affairs into very neat packages. 
11 
I'm often fond of saying that we're all a banana peel from 
12 
disaster. And we would have ultimately the responsibility for 
13 
those thousands, perhaps, maybe tens of thousands of people who 
14 
were injudicious in their investment or noninvestment policies. 
15 
They might have gone out and bought some nuclear power plant 
16 
bonds that paid 15 percent then went d~fu~ct, and they can't 
17 
afford to take that risk. In that case, it's 100 percent 
18 
wipe-out. 
19 
So, while the STRS System has got many faults, it is 
20 
ultimately a safety net for those people who would fall on the 
21 
shoulders of state government in the form of welfare recipients, 
22 I I and Medi-Cal and Medicare. So unavoidably, this thing keeps 
II 
23 !I 
I 
coming right here, and so I guess that's the reason why we should 
I' 
·! 
24 '! ii 
25 il 
26 II 
11 27 
II 
28 :I 
I 
i nitiate doing something about it in advance. 
That's not to say that we shouldn't consider at least 
mo r e options. And there's one other little fly in the ointment 
that you may or may not be aware of, since those contributions 
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would then be voluntary, it would not be subject to collection of 
2 state income taxes. So, that would impact 1e General Fund, 
'3 because those would not be taxable contributions going in. And 
4 so the General Fund would take it in the wallet one more time, 
5 and so I don't know. 
6 It just seems to keep coming up more. You know, we keep 
7 trying to point that needle south, or east, or west, or whatever, 
8 Jbut it just keeps spinning around up here to the State Capitol. 
9 So , one way or t'other, it's our problem. And I'm just delighted 
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[ and encouraged by the fact that people are so anxious to make 
i 
I 
; positive suggestions as to alternatives that are perhaps 
I preferred to the current, rather monolithic, rigid arrangement, 
but recognizing that that arrangement provides a safety net for 
people who don't have the investment counseling skill, or the 
will, or the good luck fortune, frankly, to 
~~ earning capacity for enough years to earn a 
With that kind of cosmic approach, 
survive in a wage-
retirement. 
are there any other 
questions? If not, I will allow you to continue on. 
ii I think there is another question. Dorothy Moser, do 
1: 
Jl you have a question? 
r! MS. MOSER: It's not really a question; it's a statement 
ll that we need to recall historically that just 12 years ago, the 
i! state was very anxious to move Los Angeles teachers into the STRS 
,I q 
li in full. And although the vote was a majority vote that we move 
II j, • • q ~n, 1t was well known in the minds of us who helped to move those 
" !I 
'; folks into the System that the Legislature, if the vote was no, 
;i 
ii still would say: You will come in. 
!i 
I' !! !i 
p 
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1 So, you look at the San Diego Retirement System that 
2 collapsed a few years prior to that, and the Los Angeles 
3 Retirement System, which was collapsed 12 years ago, where all 
4 the contributions of folks were moved here to the state, it 
5 sounds to me as if we're trying to deal in a circular historical 
6 thing as we look at the possibility of fragmenting us into almost 
7 1100 systems. 
8 So, I have a very great concern about that. 
9 CHAIRMAN ELDER: All right. Ms. Powell, I think, has a 
10 comment. 
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VICE-CHAIRMAN POWELL: I'd just like to throw in a · 
caution here, that we have a tendency to say that we know what 
retirants think. 
I think we're talking about how many hundreds of 
thousands of people? In the neighborhood of 400,000 people, and 
while I personally know what a number of retirants think, and I 
know what a number of teachers think, I would not purport to be 
able to speak for all retirants as to how they feel about this or 
any other proposal just off the top as it's corning across here. 
We've had some offers from some people that have spoken 
to us today to help us determine as we move along exactly what 
the people who are most closely involved feel about this. And 
I'm just uncomfortable with the statement that I thought I heard, 
that retirants feel thus and so. I don't know that any one of us 
can say that with impunity for the whole group of people that 
we're talking about. 
CHAIRMAN ELDER: All right, Mr. Hamrn. 
--·--·-------
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1 MR. HAMM: Mr. Elder, I think I've covered most of what 
2 I had on page 3, or it's been brought out ir the discussion. 
3 I think I can sum up the second the chird points that I 
4 want to make by saying that we did not recommend approval 1n our 
5 , analysis of the Governor's budget of $512 million that the 
6 Governor proposed to put into STRS to address the unfunded 
7 liability. And I think this really stems from a couple of 
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factors, but the most important comes back to what I said a few 
moments ago, and that is to the extent you have money available, 
1 we think it is in your interests and the state's interest to put 
j/ 
ii your first priority on making sure that the combined 
contributions of the state, the employees, and the employers are 
enough to cover normal retirement costs; the cost of those 
benefits being earned in that year. 
Beyond that, once you've done that, then it seems to me 
the next item on the agenda ought to be the unfunded liability. 
But our first priority, and we think your first priority, ought 
I 
be on those normal costs. II to 
I 
I And in withholding recommendation on the $512 million, 
I we 
I have done so in anticipation of the work of this Panel and the 
recon~endations that you might make that might suggest a better 
ll use for those funds in this general area. We didn't do this with 
l
l: the idea of trying to cut the budget, or save money. Clearly, 
t! there is a call on some addi tiona! resources out there, but that 
'i !i explains why we did not make a recommendation in that area. 
,, 
jl The last recommendation that we had in our analysis, and 
!1I think one that is the least controversial, and the discussion 
tl 
I 
I 
·---- 'f 
I 
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begins on page 5 of my statement, is that the Legislature improve 
2 the method of providing cost of living adjustments to STRS 
3 retirees. I know nobody feels more strongly about the need to do 
4 something in that area than the Legislature, because you have 
5 done something in this area on an ad hoc basis on a number of 
6 occasions. 
7 The current method, though, of providing inflation 
g adjustments on an ad hoc basis to supplement the statutory two 
9 percent annual adjustment just isn't good enough. I mean, it's 
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not adequate for the most part to maintain retirees' purchasing 
power, and in addition it tends to clog the legislative system 
because you have to deal with the issue year in and year out. 
We think that as an alternative, certainly for those 
employees that are still active, the Legislature ·should consider 
modifying the basic benefit structure to provide for a more 
reasonable inflation hedge than what is in the System right now. 
And furthermore, this could probably be done for active employees 
at no additional cost to the state's General Fund. The cost of 
providing that additional inflation protection could be offset by 
I reducing the basic retirement benefit. 
I do not, as Ms. Powell advised me, presume to know 
! whether the retirees would think that's a good idea or bad idea. 
I 
Let them speak for themselves through their representative on 
this Panel. But it seems to me, given the unpredictable nature 
of prices and price movements in this economy, and the speed with 
!which benefit levels can be eroded by inflation, this might be 
\! something that would strike close to the heart in terms of 
. II 
il 
I 
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1 providing income protection for those who are beyond the point in 
2 their lives where they are able to ride up nd keep their i ncome 
3 moving with the cost of living. 
4 So again, you might want to ask your actuarial 
5 consultants to determine the consequences of such an adjustment, 
6 and if this could be done without imposing a great burden on t:he 
7 General Fund, as we think it can. 
8 Those, then, in summary fashion, Mr. Chairman and 
9 members, are our recommendations regarding the State Teachers ' 
10 Retirement System. 
11 Again, I want to commend the wisdom of the Legislature 
12 in setting up this Panel, and wish you well on a very difficult 
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task. We want to do whatever we can in order to assist your 
work, and we, needless to say, will welcome any assignments that 
are within our area of expertise. 
CHAIRMAN ELDER: Mr. Harnm, in connection with your last 
point with respect to the ad hoc increases or supplementing the 
two percent uncompounded annual increase, it's my understanding 
-- and correct me if I'm wrong, if anybody knows that it would 
take $168 million to raise the retirement, which is currently at 
I 59 percent of dollars when a person retires. That is to say that 
I so that people are currently up to 59 percent minimum in what 
! 
j their purchasing power was at the time they retired pursuant t.o 
I I previous increases. It would take $168 million to do that one 
I 
I time and for all, as I understand it, to go to 75 percent. 
I 
I 
i 
So when you look at the $511-512 million, it might be 
Jl well to consider and get a reaction first to validate that $16 8 
I 
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1 million is the figure; and secondly, whether this might be an 
2 appropriate vehicle to examine that option because that could 
3 resolve that last issue and still leave a substantial amount of 
4 money in the Governor's budget to deal with a large part of the 
5 deficiency heretofore accumulated. 
6 Mr. Huff may wish to comment or not comment on that. I 
7 notice he's moving toward the microphone, which is not to be 
8 confused with the panic button. But we certainly could look at 
and consider that $168 million as a way to do that. 9 
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As an alternative, you could ·phase it in five percent 
increments at a substantially lower cost, I presume, so that 
might be another alternative to examine. 
With that, if you'd like to conclude now. 
MR. HAMM: I was just going to say that I think you 
still might, even if you on a policy basis decided to raise the 
purchasing power from 59 to 75 percent, I would still recommend 
that you consider making some fundamental adjustments in the 
structure of benefits so that your successors ten years from now, 
or you yourselves, will not happen to find yourselves at 59 
percent again and have to make room in an already tight budget in 
\ order to bring everybody back up to 75 percent. 
I There are the two problems. There's a problem of 
inflation that's already taken place, and there's no way you can 
1do anything about that at no cost. It's going to cost a lot of 
1
'1 money to offset past inflation. 
\ You can set in place a mechanism that will provide 
ll better inflation protection in the future, and you can trade that 
I 
I 
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1 off against benefit levels and thus keep the costs at the current 
2 levels. So I think you might want to cons ler doing both uf 
3 those things. 
4 CHAIRMAN ELDER: All right. Well, thank you very much 
5 for an excellent presentation. 
6 Mr. Huff has a question. 
7 MR. HUFF: Mr. Chairman, I wanted to understand. 
8 Your 168 million, that would be an ongoing cost, though; 
9 would it not? 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
CHAIRMAN ELDER: It would, but 
MR. HUFF: Was the 211 million in the '84-5 budget --
CHAIRMAN ELDER: It's 511. 
MR. HUFF: Well, 300 is the state's ongoing share; the 
211 is a one-time, so that would be the difference in terms of 
building the budgetary benefits. 
CHAIRMAN ELDER: The $168 million is a one-time deal, 
but you could theoretically, if you were willing to move toward 
that, you could stretch it out over a number of years if people 
were to see progress 59-65 percent, 56-70 percent, and so on. 
I That money could be stretched out to achieve ultimately that, and 
/ again, it would phase in some level of commitment aside from the 
I 
1 ad hoc increases that may not be approved. 
! 
You're correct; it's not forever. The $168 million 
! doesn't endow it. It simply allows it to happen for one year. 
j So , in the, I guess, impatience with the fact that many 
I of these people are in advanced years. But it makes me wish that 
il we could do something as quickly as possible, 
:j 
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So you're absolutely correct. 
2 MS. MOSER: I'd like to ask a question of Mr. Hamm. 
In the last proposal, you were suggesting that you have 
4 a change in the benefit structure. Current law provides that 
5 
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!with 30 years of service, and at age 60, you would be receiving 
60 percent of the final average salary. And then if you have the 
two percent simple improvement factor, then years later you're 
!
! going to be at 70 percent of that final average salary. And of 
course, if inflation has been galloping, then you have a very 
great loss of purchasing power. 
Are you suggesting that this would perhaps be reduced, 
so that we're back to the old formula of 30 years and age 60, we 
get 50 percent, and so you would have relative deprivation 
beginning with the first year of retirement? 
MR. HAMM: What I said was that if you don't want to 
16 increase the cost, increase the amount of money that is going 
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into the retirement system -- and I guess "you" in the case means 
the State of California, the local districts and the school 
' teachers-- if there is not the money there to increase the 
ll contributions, but you want to do something to provide inflation 
! adjustment, then yes, indeed, you're going to have to reduce that 
I il 60 percent to something. I don't know whether it's 50 percent, 
il 
l! or 55.or 45, but there is that tradeoff. There is no way of 
~; escap1ng it again if the employees don't want to pay more, the 
!i 
~ employer doesn't want to pay any more, and the state can't pay 
;I more, that's the only way you can do it and provide that 
i protection. 
jl 
,I ]I 
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1 Again, whether or not this is acceptable, is seen as 
2 desirable by the beneficiaries themselves, will leave that up 
3 to the beneficiaries; I have no idea. 
4 But because there is enormous concern, and there ought 
5 to be, about vulnerability of retirement benefits in an 
6 inflation-prone economy, I think that it's certainly something 
7 that this Panel wants to address as to how to take away and 
8 remove some of that vulnerability. And that's what prompted me 
9 to make that suggestion. 
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CHAIRMAN ELDER: I think you're saying that in the 
scenario you discussed, it would be 50 percent, but it cou l d have 
potentially a 5 percent COLA, as opposed to a 2 percent. 
MR. HAMM: That's right. 
CHAIRMAN ELDER: So that in four years, they would be at 
the 70 percent figure, which they would be at in five years under 
what we talked about. So, those kinds of things have to be 
tailored for individuals, and perhaps we do need to have more 
options available, and as I prefer under the umbrella of STRS, as 
is the case with PERS. 
Any further comments? 
Seeing nobody wishing to come forward at this time, I 
think our last question is when is our next meeting going to be. 
,lAnd I think everyone should pull out their calendar and 
!recognizing that February 29th is not going to occur again until 
1988, we perhaps should pick another date. 
Is there any particular day of the week that's better? 
They ' re all terrible for me. 
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DR. KLUDT: Could I remind you of our public member who 
2 couldn't be here today has a Wednesday conflict every Wednesday. 
'I CHAIRMAN ELDER: I'm on Ways and Means, so I appreciate 
·l that very much. 
5 DR. KLUDT: He asked me to relay that, if it could be 
6 any other day in the week. 
7 CHAIRMAN ELDER: All right. I can tell you I'm 
8 available pretty much -- Monday~ and Tuesdays are better days for 
•) 
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j me; in 
I That's 
Sacramento on Monday, and just about anywhere on Tuesday. 
the level of flexibility that I have. 
(Thereupon an off the record 
discussion of calendar dates 
ensued.) 
CHAIRMAN ELDER: Why do we have to meet before the 23rd? 
For the budget? Why can't we assign the budget to the 
subcommittee responsibility and have that one meet. Which sub-
committee would that be? 
MR. COHEN: Mr. Chair, if I can suggest, we've been 
talking this morning about the necessity of holding two meetings. 
II' And if I may be so bold as to suggest it, I think that there's 
some pretty good staff that's going to be working on the budget 
issue, which is what everybody's going to be meeting about. And 
I if staff would be prepared to work a little bit harder and doing 
I 
ll t hat much more backup, then it's conceivable to me that all of 
II 
! this could be taken care of in one day. 
CHAIRMAN ELDER: All right. 
II II 
I 
I 
·-------·- -----t-·---------·-
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1 MR. COHEN: That day could indeed be before March the 
2 23rd, which is when the STRS Board will be ·eeting. 
3 I'm volunteering you, Newt. 
4 I'm thinking that one day is certainly a feasible thing 
5 if staff work is sufficient to enable everyone to come to a 
6 sensible decision. 
7 
8 
9 
CHAIRMAN ELDER: Well, we certainly want to come to a 
sensible decision. 
May I suggest the 20th, then? Is that going to work for 
10 you, Ken? 
11 
12 
13 
14 
15 
16 
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24 
25 
VICE-CHAIRMAN POWELL: Mr. Chairman, Mr. Cohen and I 
will not be able to attend on that date. We return on the 22nd. 
For the record, we are not running off together. We 
have scheduled that week an intensive training session that was 
recommended to us as one of the best ones we could possibly 
attend on retirement matters. 
(Thereupon further discussion 
of calendar availability ensued.) 
CHAIRMAN ELDER: The 20th is the best for me. 
With that, our meeting is adjourned until the 20th. 
VICE-CHAIRMAN POWELL: We have had side discussion going 
I on on our way back over here about the fact that Committee III at 
I 
i this point consists on one person. 
I 
What I would like to propose, having discussed this with 
some other people, is not that we move at this time to put it in 
26 ' 
cement that we combine them, but that for the first meeting o f 
j
1
those two committees, perhaps they could be held at the same time 27 ,, 
li ji 
28 !I 
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1 in conjunction with one another, and then we could decide if we 
2 need it. 
3 CHAIRMAN ELDER: Without objection, that will be the 
4 order. 
5 So that takes care of the business. 
6 Is there a preference in terms of the time of d~y? I 
7 would prefer, if it is a Tuesday, that it not be before 10:00 in 
8 light of airplanes, and it makes it very difficult for us to get 
9 here before 9:00 in the morning from anywhere. It obviates the 
10 necessity of coming up and spending the night. 
11 So, 10:00 on the 20th will be the next meeting of the 
12 full Panel. With that, we are adjourned. 
13 (Thereupon this meeting of the 
14 Task Force was adjourned at 
15 approximately 2:30P.M.) 
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